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AUDIT WORKING PAPERS 0300.00
INTRODUCTION 0301.00
SCOPE OF CHAPTER 0301.05

It is impractical to make rigid rules covering the arrangement and content of all working
papers. Each audit or examination has problems peculiar to it alone, and each auditor has
their own ideas as to what constitutes essential information and how it should be presented.
Inflexibility in procedures and working papers tends to discourage initiative, whereas the
aim of the Board is to encourage this type of quality in tax auditors. There are, however,
certain features of working papers that can and should be standardized, such as size and
type of paper, indexing, cross-referencing, binding and general arrangement of data. This
chapter addresses those features, together with complete specimen sets of working papers
and representative samples of various types of summary and subsidiary schedules.

AUDIT WORKING PAPERS DEFINED AND DESCRIBED 0301.10

The term “audit working papers”, as used in this chapter, means the worksheets compiled
by the auditor in the course of making a field audit, revised audit, reaudit, field billing order,
or adjusted field billing order, together with other pertinent material. “Other pertinent
material” may include letters, faxes, memoranda compiled by the taxpayer, photocopies
of letters, reproduced copies of pertinent schedules, information from prior audit working
papers, etc.

GENERAL GUIDELINES FOR WORKING PAPERS 0301.15

Working papers serve as the connecting link between the auditor’s fieldwork and the audit
report. As such, working papers should contain the evidence accumulated in support of
the conclusions and recommendations included in the audit report.

General guidelines for the preparation of working papers include:

a) Completeness and accuracy — Working papers should be complete and accurate
in order to provide proper support for findings, conclusions, and recommendations.
Working papers also document the nature and scope of the examination performed.
The test of completeness is whether a third party can review the schedule, understand
its purpose, and make use of it, without consulting with the auditor who prepared
it.

Working papers will be examined by the auditor’s supervisor, and by the reviewing
auditors, and may be used by hearing officers, attorneys, Board members, or as
evidence in courts of law. They are the basis for recommended determinations and
usually serve as a measure of an auditor ‘s experience and judgment.

b) Clarity and understandability — Working papers should be clear and understandable
without supplementary oral explanations. The information they reveal should be clear,
complete, and concise. Anyone using the working papers should be able to readily
determine their purpose, the nature and scope of the work done, and the auditor’s
conclusions. Conciseness is important, but clarity and completeness should not be
sacrificed just to save time or paper.
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GENERAL GUIDELINES FOR WORKING PAPERS (Cont.) 0301.15
c) Legibility and neatness — Working papers should be legible and as neat as
practicable. Sloppy working papers may lose their worth as evidence. Crowding and
writing between lines should be avoided by anticipating space needs and arranging the
working papers before writing. Some simple guides to follow in this respect are:

Use careful handwriting.
Use of captions to separate subjects.

Confine the length of comments on fifteen-column worksheets to approximately
six columns.

Separate subject matter properly.

Use computer generated working papers to ensure that working papers are

legible and neat. (See Section 0302.07 and 0302.0§.)

d) Pertinence — The information contained in working papers should be restricted to
matters that are material, pertinent, and useful with reference to the audit assignment.
The auditor should not copy figures from the taxpayer’s books without good reason,
but should consider the audit procedure and method of verification so that only
necessary data will be recorded.
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WORKING PAPER TECHNIQUES 0302.00
HAND WRITTEN WORKING PAPERS 0302.05

Although infrequent, hand written schedules prepared by the auditor will be written on paper
Jfurnished by the Board. Only one side of the paper will be used.

Schedules will be prepared using a black, medium-hard grade pencil. The use of red pencil
is permitted for special purposes such as cross and source referencing. The blue pencils are
used only by disctrict reviewers and the green pencils only by audit control staff.

COMPUTER GENERATED WORKING PAPERS 0302.07

Computer generated schedules can be prepared by using 8" x 11, 8 2” x 14, 14" x 11” or
11”7 x 17” paper. If available, 11”7 x 17” paper may be used instead of using 8 42" x 14” paper
which is inserted sideways in the audit. Only one side of the paper will be used. Schedules
on 8 ¥2” x 11” paper may be printed in “landscape” format.

Audit working papers that are prepared by computer must conform to the working paper
standards set forth in this chapter. These schedules must include the same information,
comments, and referencing required for audit working papers in general.

There are four main areas that should be included on all computer-generated schedules
and templates. They include:

1) Schedule number, page number, account number, auditor name and date in the
upper right hand corner.

2) Column references: “A” thru- “H” at the top of each regular template (if more space is
needed may be less than “H”), “A” — “P” for the exempt sales template, and “A” — “S”
for the paid bills template. Additional columns may be added as necessary.

3) Line numbers down the left-hand side of the schedule body.

4) A general referencing line (above the column headings) and a general reference column
(left hand column).

STANDARDIZED AUDIT SCHEDULES 0302.08

The following standards should be followed when audit schedules are prepared either in
Excel or Access and should be followed, where appropriate, when audit schedules are hand
written.

1) Font. The font used will be either Arial, Times Roman, or Courier New. The entire
audit should be prepared using the same font. Minimum font size is 10.

2) Scaling. Print Scaling can be done for subsidiary and lead schedules. Print Scaling
will not be less than 70% (68% for Exempt Sales Test) of the original size of the
document.

3) Schedule Orientation. Lead schedules should be printed in portrait form whenever
possible. Subsidiary schedules can be prepared in either portrait or landscape form.
When subsidiary schedules are prepared in landscape form, the schedule heading
will be oriented to the right in the audit report. The schedule (on legal-size paper)
will be hole punched in the lower left corner to ensure the proper orientation.
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STANDARDIZED AUDIT SCHEDULES (Cont. 1) 0302.08
4) Database Schedules. Database schedules (i.e. schedules detailing tests of sales and
purchases) can be printed with grid lines. Database schedules must be printed with
bottom borderlines. All schedules must contain line numbers. Line numbers should
not start with “1” on each successive page of the same schedule. In this manner,
every line number will identify each scheduled item on which page it is located (e.g.,
page 1 numbered 1 thru 30, page 2 numbered 31 thru 60, page 3 numbered 61 thru

90, etc.).

5) Paper Size. Lead schedules will be prepared on Letter Size (8 2" x 11”) or Tabloid
Size paper (11” x 17”). Legal Size (8 ¥2” x 14”) paper is acceptable for lead schedules
if they are computer generated schedules (since field printers use this size paper).
Subsidiary schedules can be printed on the paper sizes mentioned in previous section
(e.g., letter size, tabloid size, legal size, etc.)

6) Schedule Titles. All schedules should have titles that accurately describe the contents
of the audit working paper.

7) Top Right Corner. All schedules will have a schedule number, page number, account
number, auditor name and date in the upper right hand corner. Hand written
schedules using 15-column paper should have the same information mentioned above
in the upper right hand corner of the left half of each sheet.

8) Page Totals. Page totals are always required for all schedules. Page totals will either
appear at the bottom of each page or, in the case of computer generated schedules,
may be placed on a separate page via a pivot table. (A pivot table is a special kind of
table that summarizes information from particular fields of a list or database.) A grand
total is always required for all schedules. Grand totals should match the summary
by page total and the summary by quarter (or period) total.

9) Schedule Footer. Schedules generated via Excel should include a footer indicating
and appearing as follows:
“Copy to Taxpayer”
“Date: ”

Schedules will be prepared with the following information, when applicable. Pertinent
information for “Test of Claimed Exempt Sales” and “Purchases Subject to Use Tax”
is listed below and illustrated in and 5.
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STANDARDIZED AUDIT SCHEDULES (Conrt. 2) 0302.08

Column Test of Claimed Exempt Sales Column Purchases Subject to Use Tax

A Invoice Date A Invoice Date

B Invoice Number (and/or B Invoice Number (Ref Number)
Ref Number) C Vendor

C Customer Name D Street

D Street E City, State, Zip

E City, State, Zip F Ship from point (State

F Ship to designator)

G PO Number G Ship to

H PO Status H PO Number

I Item (& quantity) I PO Status

J Amount Questioned J Resale Cert. Issued (Y/N)

K Amount Taxable K Item (quantity)

L District Measure L Amount Questioned

M District Code M Amount Taxable

N Comments (e.g., Resale N District Measure
Card on File) O District Code

O XYZ Sent P Comments — Account

P 1164 Sent posted to (include chart of

accounts if only account
number is used)

ABC Sent

1032 Sent

1164 Sent

2 v k(D)

If additional information is required, specific columns and appropriate headings can be
added to the appropriate part of the schedule. This may cause the schedule to exceed the
allowable print space available on legal size paper and would therefore necessitate that these
schedules be printed on tabloid size paper (11 inches by 17 inches). Also note that additional
linking fields can be added to the database, however, they do not need to be printed, unless
the information is pertinent to the audit.

SCHEDULE FOR EACH SUBJECT 0302.10

Every subdivision of the audit working papers is assigned an index number, which is
used in arranging the schedules when the audit is completed. Each schedule supporting a
different category of sales or deductions, or self-consumed merchandise, will be written up
on a separate sheet. Unrelated data should not be put together on one schedule. This is true
even though only a few lines may be required to record the desired information. The cost of
preparing separate schedules is insignificant when compared with time wasted in looking for
data buried in a schedule relating to some other subject. The only exception of combining
data is when Form BOE-414-C, Report of Examination of Records, is used as a working
paper schedule for two or more items verified as having been correctly reported although a
deficiency or credit is recommended as to other items covered by an audit. Use of 8 2" x 11”
computer paper or seven-column paper for verification comments in lieu of a BOE-414-C is
permissible only in those instances where there is insufficient space on the form.
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DATA FURNISHED BY TAXPAYER 0302.15

Taxpayers should be encouraged to furnish data, which may be on their own paper or on
disk. The taxpayer-provided schedule should be identified as “prepared by taxpayer.” Such
data should have proper headings inserted, be indexed, cross-referenced, and filed with
the regular working papers. Unless unusual circumstances warrant, taxpayer-furnished
material should not be manually copied but should either be incorporated directly into the
audit working papers or photocopied.

If paper on which such data is placed is larger than our 17” x 11” worksheets, it will be
folded. If considerably smaller, it will be affixed on an 8 2" x 11” worksheet.

CREDIT ITEMS 0302.20

Credit items, or items which are opposite in sign to other entries on a schedule, will be
written with a minus (—) sign in front of the number. For hand written schedules, a minus
sign (—) in black pencil in front of the number will be used. The common method of writing
such items in red must not be used because red figures cannot be distinguished from black
when photocopies are made. Decreases in taxable measure should be preceded by a minus
sign (—) on all summary schedules.

SCHEDULE HEADINGS 0302.25

The name of the taxpayer should not appear on either subsidiary or summary schedules
unless necessary for the identification of a non-permitized retailer. The title will be inserted
on the second line of each schedule describing the type and source of information contained
therein, such as Total Sales per General Ledger, Test of Sales for Resales, etc.

If the schedule refers to some definite period such as month, quarter, or year, this period
will appear under the title of the schedule (third line) as shown in the following example:

Test of Sales for Resale per Invoices
July, 19XX

All schedules will have a schedule number, page number, account number, auditor name, and
date in the upper right hand corner.

COLUMN HEADINGS 0302.30

Space provided for column headings is small so headings must be short but descriptive. Ifit
is not possible to write a sufficient description in the column space provided, an asterisk or
other mark should be placed at the end of the description. A referring asterisk mark should
be at the bottom of the schedule with a complete description given. Unless handwriting is
small and legible, column headings will be printed. The reference line should indicate the
source of data in that column, using <angle brackets> for data from other schedules e.g.,
<12A-1> and (parentheses) for arithmetic computations e.g., (A + B - C).

January 2000



Aupit WoRkKING PAPERS
TOTALS 0302.35

Where a schedule lists two or more columns or classifications, vertical footings and
cross-footings (horizontal) will be made and the grand totals balanced with each, as illustrated
in the following example:

Analysis of Sales

Footings and cross-footings should not be made unless they are clearly of value in the
audit.

REF < Per Sales Journal > (A+B+C)
| Period | Taxable | Resale | Freight | Total |
1 January, 19xx $ 500 $ 400 $ 100 $ 1,000
2 February, 19xx 600 500 200 1,300
3 March, 19xx 700 500 300 1,500
4 1Q-9x Total $ 1,800 $ 1,400 $ 600 $ 3,800
< 414-A-1 >

The total may be shown either on the right or left side, depending upon use to be made
of the data and convenience in compiling. Hand written schedules using a single space
form (every line filled) will skip a line before inserting the total. Hand written schedules
using double spacing (every other line filled) will not skip a line before inserting a total. All
schedules (hand written and computer generated) will underline the last line of data with a
single black line, and the total will be underlined with a double black line. When a schedule
is hand written and composed of two or more sheets which requires a grand total, a page total
will be placed at the bottom of each sheet. A summary of page totals, computing the grand
total, will be prepared in one of the following ways:

a. If the hand written schedule consists of a few pages and sufficient space is available
on the last sheet, page totals for the preceding pages may be entered under the page
total for the last sheet, and a grand total computed.

b. If the hand written schedule consists of a large number of pages, a separate sheet
showing the summary of page totals should be prepared. This summary sheet
should then appear as the first page of the schedule, followed by the pages containing
supporting details.

c. Computer generated schedules with multiple pages may place page totals on a separate
page via a pivot table.

To maintain the integrity of the database, the data will be scheduled without skipping a line
for computer generated schedules.

SUBTOTALS 0302.40

Hand written subsidiary schedules often are set up by months with subtotals every three
months showing quarterly totals. To improve the appearance and legibility of subsidiary
schedules, the first month of the first quarter should be entered on the second line below
the space for column headings with quarterly totals shown on the first heavy line; the first
month of the second quarter should be shown on the second line after the first heavy line,
and so on. In this manner, quarterly totals will always be shown on the heavy lines.

Subtotals for other types of data should be set off by single lines whenever possible.
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LAYOUT 0302.45

The auditor should set up the most efficient mechanical arrangement possible before the
compilation of data is started. This avoids transcribing figures from taxpayer books before
the correct arrangement of a schedule has been decided upon, with the result that the
worksheet must be discarded when its defects have been disclosed. Time may be saved by
setting up several proposed layouts with column headings on scratch paper, columns being
numbered from 1 to 7, or from 1 to 15, and inserting some sample entries before deciding
on a final layout.

If dates, or months and quarters, are to be shown in a left-hand column, sufficient columns
should be provided for horizontal expansion; that is, there should be a column for each type
of classification with blank columns for possible additional classifications not yet disclosed.
When there are insufficient columns for the proper horizontal spread, the months should
be placed across the top and the classifications shown on lines, with blank lines left in the
proper places for vertical expansion. In many cases when the columns on one sheet are
not sufficient, the schedule must be broken into two sheets. If there is sufficient space on a
schedule, lines should be skipped between subsections and totals. This sets the information
out and makes it easier to read. Where there are only a few entries on the sheet, every other
line should be used for recording data. Again, to maintain the integrity of the database
and to facilitate the use of a pivot table, no lines should be skipped when using a computer
generated schedule. The spreadsheet can always be expanded to include additional columns
and/or rows.

INDEXING — GENERAL 0302.50

A standard system of indexing working papers is desirable. Although there are many indexing
plans, a system based on line numbers shown on tax returns has been adopted for indexing
schedules of business tax audits.

INDEXING SUMMARY SCHEDULES 0302.55

Summary schedules will bear the line numbers appearing opposite the corresponding items
on tax returns. The following summary schedule indexing systems will be used for sales
and use audits:

Total Sales Basis Only (Exhibits 7 to 36):

Schedule 1. Total Sales

Schedule 4. Sales for resale

Schedule 5. Food Products

Schedule 6. Nontaxable Labor
Schedule 7. Sales to U.S. Government
Schedule 8. Interstate Sales, Etc.
Schedule 9. Sales Tax Included

Schedule 10. Other Exempt Transactions
Taxable Measure Basis Only (Exhibits 37 to 65):
Schedule 12. Taxable Measure
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INDEXING SUMMARY SCHEDULES (Cont.) 0302.55
Either Total Sales or Taxable Measure Basis:

Schedule 2 Purchases Subject to Use — Tax

Schedule 15. Purchases Subject to Local Tax

Schedule 16. Taxable Measure — Local Tax

Schedule 20 Section 6406 Credits

Schedule AS8. Taxable Measure — District Tax — (Name of District)

Schedule A8.1 to A8.x To be used when adjustments are made to more than one

district tax)

Schedule G2 Sales Tax Paid to Distributors and Brokers (Gasoline
Sellers)

Schedules for audits made on a taxable measure basis will be numbered as Schedule 12,
which corresponds with the line number reporting the measure of tax on a return. However,
self-consumed items and purchases subject to use tax should be identified separately in the
analysis of differences on audit schedules and audit reports. This provides a clearer analysis
of the proposed measure of tax on Form BOE-414-A. As an alternative, self-consumed
items and purchases subject to use tax may be included on Schedule 2, and taxable sales
differences on Schedule 12. Schedules in interdistrict cooperative audits will precede the
schedule number with the identifying letters (e.g. AB, CH, FH) of the district preparing the
schedule.

Schedule 16 will be prepared only when the state and local tax adjustments to reported
amounts are different. Since such differences will occur infrequently, it is anticipated that
most audits will not require a Schedule 16.

Schedule A8 will be prepared only when the state and district tax adjustments to reported
amounts are different. When adjustments to reported amounts are different for state and
district taxes, a separate district tax summary schedule must be prepared for each district
where audited differences are noted.

If only one district tax summary schedule is required, the schedule should be indexed
as A8. If more than one district tax summary schedule is required, the schedules will be
indexed as A8.1, A8.2, A8.3, etc., to include all district taxes for which summary schedules
are required. The indexing system does not identify a particular A8 summary schedule to a
district; therefore, the name of the district should be identified in the schedule heading.

All district tax summary schedules will be prepared on a taxable measure basis irrespective
of whether the remainder of the audit was conducted on a total sales basis.

Both Schedule 16 and Schedule A8 summarize all of the differences to the measure of tax
and are the sources for the measure of tax on Form BT-414-A1l.

There shall be no deviation from this system of indexing.
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INDEXING SUBSIDIARY SCHEDULES 0302.60

Subsidiary schedules which directly support summary schedules will bear the same capital
letter followed by a dash and numeral, i.e. 12A-1, 12A-2, 12B-1, 12C-1, 12D-1, etc.
Subsidiary schedules supporting other subsidiary schedules will bear the same capital letters
followed by a dash and the same numerals followed by adding small letters, i.e., 12A-1a,
12A-1b, 12A-2a, 12B-1a. An example of the complete indexing system is as follows:

Schedule 12 (Lead Schedule, Taxable Measure Understated /Overstated)
Schedule 12A (Summary Schedule of First Tax Difference)

Schedule 12A-1 (Subsidiary Schedule for First Tax Difference)

Schedule 12A-1a (Subsidiary for Subsidiary Schedule for First Tax Difference)
Schedule 12B (Summary Schedule of Second Tax Difference)

Thus, the schedules should be laid out as indicated by the following chart:
Layout and Assembly of Schedules

12

v v
12A 128
v v v v
12 A-1 12 A-2 12 B-1 12 B-2
12 A-1a 12 A-1b 12 A-2a 12 A-2b 12 B-1a 12 B-1b 12 B-2a 12 B-2b

It is not good practice to subdivide subsidiary schedules too finely. Often page numbers may
be used to designate subdivisions; for example, if a number of pages are used to accumulate
data which are summarized on the first sheet, the whole series should be assigned the same
index number with pages numbered from 1 up, as follows:

Schedule 12A Page 1 of 3 June 19X1 (Questioned Sales for Resale)
Schedule 12A Page 2 of 3 Oct. 19X2 (Questioned Sales for Resale)
Schedule 12A Page 3 of 3 Page Total Summary  (Questioned Sales for Resale)

When indexed in this manner, the schedule should be cross-referenced as 12A-pg. 1, not
12A-1, which refers to a subsidiary schedule supporting Schedule 12A.

If there is only one page to a subsidiary schedule, the “Page” does not require numbering,
but if more than one exists, the pages should be numbered from 1 up, as follows: 1 of 6, 2
of 6, 3 of 6, etc.

Subsidiary schedules to audits made on the total sales basis will be indexed as follows:

Schedule 1 (Summary or Total Sales)
Schedule 1A (Subsidiary)
Schedule 1A-1 (Subsidiary)
Schedule 1A-1a (Subsidiary)
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INDEXING MEMO AND SUPERSEDED SCHEDULES 0302.65

Memo schedules will be marked “Memo” above the caption “Page,” and should be numbered
from 1 up, in the space opposite the caption “Schedule.” Superseded schedules will be
marked “Superseded” diagonally across the body of the sheet. (Section 0302.80)

CROSS-REFERENCING 0302.70

Cross-referencing is necessary to facilitate tracing figures back to the underlying schedules
and to aid in tracing subsidiary schedules forward to the summaries. It greatly assists the
reviewing auditors and hearing officers and should be used in small audits as well.

Examples of the method by which cross and source references are to be made are shown on
the schedules in the various exhibits.

INDEX TO WORKING PAPERS 0302.75

An audit report will contain an index that is prepared on Form BOE-495, Index to Working
Papers, whenever five or more lead and subsidiary schedules are prepared for an audit. See
Exhibits 8 and 37.

A very large set of audit working papers is sometimes bound together in sections with an
index of schedules prepared for each section, and is often marked with tabs for each main
section.

Note: In the Index to Working Papers, dashes rather than page numbers are shown in the
Page Number column for schedules that contain only one page. For schedules consisting of
more than one page, the number of pages are shown in the Page Number columns as 1-2,
1-4, 1-10, etc.

ARRANGEMENT 0302.80

All schedules and exhibits will follow the pertinent schedules to which they relate. Other
papers, such as letters, superseded schedules and exhibits of general nature, will be identified
as memo schedules, and placed at the back of the audit. Audit working papers should not
reference memo schedules. A schedule important enough to be referred to in the audit
working papers should be included as a regular schedule directly behind the schedule to
which it relates (e.g., XYZ letters, resale certificates, etc.).

The entire file will be carefully lined up on the top and left edges. These sheets should be
bound together. A hole to receive the paper fastener, approximately 3/16” in diameter, will
be punched in the upper left-hand corner of all papers in such a position that all writing
will remain clearly visible.
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CONTENT OF WORKING PAPERS 0303.00
BASIC DATA 0303.05

The basic data to be shown on subsidiary schedules should be carefully considered. Figures
and other data should not be copied from the taxpayers records without thought given to
their significance or ultimate use. On the other hand, all data which could be used in the
section under consideration, as well as in other sections of the audit, should be recorded
while the documents are being examined so that there will be no necessity for pulling them
again; i.e., names, dates, invoice numbers, descriptions of items, points of origin, shipping
data, district, and accounts charged should be recorded if any possible use is foreseen. In
many cases, certain reference data are required by the taxpayer in examining the schedules
for correctness, and if such information is not on the schedule, much time is lost while the
taxpayer secures the desired documents and makes the examination.

SUMMARY OR LEAD SCHEDULES 0303.10

Summary (also called lead) schedules represent the final recapitulation of audited and
reported figures, differences and analysis of differences, and are prepared for each main
section of the audit where there is a difference between the audited and reported figures.
They are the basis for transcribing net differences per audit to “Summary of Differences” on
Schedule 414-A2 or Schedule 12.

SUBSIDIARY SCHEDULES 0303.15

Subsidiary schedules support summary or other subsidiary schedules. The information
shown on this schedule is an analysis of the data shown in total, or by quarters, on the
summaries and usually consists of compilations by months to compute quarterly totals,
compilations by days, items, or other classifications to determine monthly totals, or data
to support calculations of percentages. Adding machine tapes may be included in audit
work papers in lieu of listing the figures on a schedule as long as the auditor provides an
audit trail to the taxpayer’s documents. Tapes should be attached to a seven-column work
paper and be displayed so totals are visible. The basis for computing audited figures are
recorded on these schedules, e.g., monthly totals from the sales account, individual sales
from the cash receipts book, list of individual sales from sales invoices used for test checks,
lists of individual purchases from purchase invoices used for computing use tax liability.
In a sense, subsidiary schedules are the most important worksheets of the audit since all
essential detailed information is compiled thereon. The data should be so complete that an
auditor who did not assist in compiling it could, nevertheless, interpret the results, make
the required calculations, or prepare summary schedules.
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MEMO SCHEDULES 0303.20

Some examples of memo schedules are as follows:
1. Audit program.
2. Miscellaneous data including:
(a) Copy of BOE-1164’s and BOE-1032’s prepared (required)
(b) Copy of letters to and from taxpayers.

In many cases, the information contained in these schedules has an important bearing on
the audit, and they should be carefully preserved.

Memo schedules, however, do not include schedules or materials that have a direct bearing
on other audit schedules or findings (i.e. XYZ letters, taxpayer prepared schedules, etc.).
Such schedules should be included as part of the audit working papers and indexed as
schedules accordingly (e.g., 12A-1, 12B-1a, etc.).

MEMO OF TIME OF AUDITORS 0303.25

When more than one auditor is engaged on an audit, which requires considerable time
to complete, the auditor in charge may prepare a memo schedule to which they should
post daily time. The names of the auditors should be shown in the column headings, and
dates in the extreme left-hand column. This record must agree with the time reported on
Form BOE-609-A, Auditors Time Report, Form BOE-610, Auditors Monthly Report, Form
BOE-666, Employees Summary Time Report, and on the reverse side of Form BOE-414-A,
Report of Field Audit.

MEMO OF WORK TO BE DONE WHEN THE AUDIT IS DEFERRED 0303.30

It is sometimes necessary to defer a partially completed audit to allow the taxpayer time to
secure additional information. In such cases, a memo should be prepared in duplicate outlining
the work to be done by the taxpayer, and the approximate date of the auditor’s return to the
Jjob. The taxpayer should be given the original copy of this memo. Notes regarding the work
completed and the work remaining to be done can be placed on the duplicate copy of the
memo which will be placed on the top of the file of working papers for future reference when
the auditor returns to the job. Whenever completion of an audit is deferred to accommodate
a taxpayer, the auditor may need to secure a Form BOE-122, Waiver of Limitation, unless it
is certain that failure to do so will not in any way jeopardize the interests of the State. (See
Section 0215.15 for guidance on when to request a waiver.)
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VERIFICATION COMMENTS 0304.00
COMMENTS ON SUMMARY SCHEDULES 0304.05

General verification comments are to be written on summary schedules. Specific comments
on detailed verification should be made on subsidiary schedules. (See Section 0304.30.) The
comments should be clear, specific, and concise. They should be written in an orderly manner
stating simply the nature of the transactions, the records examined, the taxpayer’s method of
reporting, the audit approach, and the result, or audit findings. An example of the captions
that should be used in all audits is illustrated below in Sections 0304.10 to 0304.20.

TYPES OF TRANSACTIONS 0304.10

Under this heading, the auditor very briefly gives a description of the taxpayer’s business
and the types of transactions encountered in the audit. Example: Assuming the audit is of
a furniture manufacturer, the Total Sales Summary schedule comment might read:

“The taxpayer is a manufacturer, repairer, and reconditioner of furniture. Also, the
taxpayer manufactures custom furniture made from resale inventory as well as customer
supplied material.”

SOURCE OF DATA 0304.15

Under this heading, the auditor indicates the documents and records that were available
for examination and the period for which the documents and records exist. In the case of
the furniture manufacturer this comment might read:

“Source data consisted of customer purchase orders, sales invoices, sales journals,
monthly profit and loss statements, and general ledger. All records were complete and
available for the entire audit period. Franchise Tax Returns were available for calendar
years 1998, 1999, and 2000.”

This heading would need to be modified if the taxpayer did not provide any records during
the audit period.

REPORTING METHOD 0304.17

Under this heading, the auditor provides a brief description as to how the taxpayer reports
his/her sales as well as purchases subject to use tax on the sales tax return. The comment
should indicate whether the taxpayer nets any sales and if sales tax is included in reported
total sales (Line 1 of return). Assuming the same furniture manufacturer, this comment
might read:

“The taxpayer reports total sales ex-tax on line one and claims sales for resale and
repair labor on lines four and six respectively. Recorded sales tax is reconciled to sales
tax paid and the reconciliation work sheet is attached to the tax return. The taxpayer
did not report any purchases subject to use tax.”

This heading may be omitted if the taxpayer did not report to the Board since this would be
obvious from other information.
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VERIFICATION AND FINDINGS 0304.20

Under this heading, the auditor briefly summarizes the verification performed and explains
what was found and why it is considered to be either taxable or not taxable. The subheadings
under this section should be relevant to the items examined and noted in the audit (Tax
Accrual Reconciliation, Total Sales, Purchases Subject to Use Tax, etc.) The auditor will
need to modify the subheadings in this section to areas examined in their audit.

Comments should be meaningful and necessary. For example, the statement “Findings” —
None is unnecessary and should be avoided. If it is obvious from the schedule that there
are no differences, this heading should be omitted.

Under the Total Sales summary of the furniture manufacturing company, this comment
might read:

“Sales invoices were traced to the sales journal for the period January 1997, and
August 1998, and the sales journal footings were traced to general ledger for the audit
period. Reported total sales were reconciled to total sales per the general ledger and
Franchise Tax Returns for years 1998, 1999, and 2000. No errors or differences were
noted. Total reported sales were accepted by the auditor.”

Under the Sales for Resale summary schedule, the following Verification and Findings
comment might read:

“‘Recorded sales for resale per the sales journal were reconciled to claimed resales for
the audit period. No differences were noted. Recorded sales for resale for December
19XX were tested. December 19XX was selected based on a conversation with the
taxpayer who indicated this period accurately represented sales for resale for the audit
period. All sales for resale invoices for December 19XX were examined and traced
to available resale certificates. The resale certificates were verified as taken in good
faith, bearing valid sellers’ permit numbers, and signed by purchasers in the business of
selling furniture. 20% of December 19XX recorded sales for resale were not supported
by resale certificates or valid XYZ responses. The 20% rate of error was applied to
claimed resales for the audit period. See Sch. <12J—1> for additional information.”

COMMENTS ON SUBSIDIARY SCHEDULES 0304.30

Subsidiary schedules should have brief comments written near the bottom, unless the
information is self-evident from columnar headings or is covered in the remarks columns or
by other notations. Subsidiary schedule comments should not be the same as comments on
the summary schedules. It is important for the auditor to remember that over-all verification
comments are for the summary schedules and specific verification comments are for the
subsidiary schedules. The information contained on these subsidiary schedules should
show:

e Source of data and a brief description of nature of same.
e Extent of verification.

e Basis of estimating where estimates are used.

e Method of calculating percentages.

e Explanation of differences between reported and audited figures if not shown on
Remarks column.

e Any other comments pertinent to the method of reasoning used to determine the facts
and figures shown on the schedule.
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MISCELLANEOUS COMMENTS AND NOTES 0305.00
NO RECORD CASES 0305.05

In cases where records are incomplete or non-existent, it will be necessary to estimate
the tax liability based upon the most reliable information the auditor can obtain. In these
instances, the comuments should be very complete and should indicate clearly the method
used in estimating the tax liability, why a particular method was used in preference to some
other, and any additional factors tending to confirm the correctness of the auditor’s estimate
of the tax liability.

FLUCTUATION IN SALES OR DEDUCTIONS 0305.10

Verification comments should always include an explanation of abrupt fluctuations in sales,
markups, or in any of the deductions claimed by a taxpayer.

PURCHASES SUBJECT TO USE TAX 0305.15

Comments under this caption should indicate whether purchases subject to use tax were
properly reported.

Comments should always show the general location of the supplier’s business. The comments
should be particularly clear and complete in those instances where the purchases subject to
use tax were made from a California retailer. Any major purchases reported should be fully
described on the subsidiary schedule where such purchases are listed. (Section 0401.20
and 0408.22).

PURCHASES SUBJECT TO SECTION 6406 CREDIT 0305.17

Section 0208.15 defined Section 6406 Credit and noted how headquarters records this credit
on Form BOE-414. (Section 0419.20 for further information.)

Comments under this caption should indicate if the credit was properly claimed. Differences
noted in the audit should be explained.

SALES TAX INCLUDED IN GROSS SALES 0305.20

Whether a retailer may add sales tax reimbursement to the sales price of the tangible personal
property sold at retail to a purchaser depends solely upon the terms of the agreement of sale.
Certain presumptions concerning the addition or inclusion of sales tax reimbursement are
created by Civil Code Section 1656.1. See Regulation 1700(a)(1)&(2).

PREPAYMENT OF SALES TAX ON MOTOR VEHICLE FUEL (MVF) 0305.22

A portion of the sales tax, which is ultimately due on the retail sale of MVF, is prepaid at
the time of the first taxable distribution of MVF in this state. These prepayments into the
“SG” fund are separate from the sales and use tax program and must be verified as part of
routine audits of MVF sellers.

OVERPAYMENTS 0305.25

For reasons indicated in Chapter 2, verification comments should be particularly complete
in audits recommending refunds. (See Section 0216.03.)

TAX ERRORS ON RETURNS 0305.30

Any material unexplained differences between the total tax on Form BOE-414 and the tax
paid by the taxpayer should be commented upon fully by the auditor under the appropriate
caption on the back of Form BOE-414-A. Comments should indicate why the differences
cannot be explained and their probable nature.
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NOTES 0305.35

Notes, as distinguished from the verification comments, should give the detail of all significant
differences affecting taxable sales as well as the reason for the differences. If, for example,
certain sales for resales were disallowed, the note on this subject should not only indicate
that fact, but also the reason for disallowance. Wherever possible, these notes should appear
on the same line on the schedule as the item, which is being explained.

SPECIAL EXPLANATION 0305.40

It may be necessary to make comments or explanations on the summary or subsidiary
schedules, which are of a kind other than those previously indicated. This type of comment
should be made under a heading, which describes the subject matter as precisely as
possible.

For example, rental transactions may affect several items on the tax return such as total
sales, purchases subject to use tax, or some other deduction. In commenting on rentals,
it will often be simpler to discuss all phases of the transactions under the single heading
“Rentals” rather than to discuss it in part under a number of separate headings.

DATING ENTRIES IN AUDIT REPORTS AND WORKING PAPERS 0305.50

A uniform method of dating entries is to be used in both computer generated and hand written
audit reports and working papers. Dating entries are as _follows:

(a) Specific dates are to be entered as: 1/1/1999, 2/19/1999, etc.
(b) Specific months are to be entered as: May 1999, July 1999, etc.
(c) Specific quarters are to be entered as: 19-99, 2Q-99, etc.

(d) Specific years are to be entered as: YR98, YR99, etc.

(e) Specific fiscal years are to be entered as: FY97 /98, FY98/99, etc.

SAMPLE WORKING PAPERS 0305.60

Computer generated working papers are a part of this chapter. Features, which should be
noted, are indexing and cross-referencing, cross-footings, format, and comments on the
schedules. They should be carefully studied as an illustration of the type of working papers
desired to support tax audits.

It is impractical to illustrate all of the numerous variations of working papers that may be
used to record and summarize data secured during the course of an audit. The illustrations
in this chapter are samples only. The schedules illustrating total sales and sales for resale
may be used for any deduction where the arrangement fits in with the audit program. There
are two general types of working papers illustrated, summary schedules and subsidiary
schedules. Summary schedules (0303.10) always present certain basic information, usually
by quarters; i.e., period, amount per audit, amount reported, difference, and analysis of
difference. Subsidiary schedules (0303.15) are arranged to present the desired information
in a form to fit into the summary schedule which they support.
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ELECTRONIC AUDIT WORKING PAPERS 0306.00
GENERAL 0306.05

All audits in process will be backed up to a designated location on the Local Area Network
(LAN). Each auditor is responsible for backing up AWPs to the LAN on a weekly basis. The
network’s “J:\” drive has been identified for this purpose. This procedure ensures the data
can be restored in case of equipment failure. In addition, it provides supervisors the ability
to review work in response to taxpayer contact, audit issues, and auditor performance
issues. If a weekly backup is not practical, auditors should make alternative arrangements
with their supervisors.

NAMING CONVENTION 0306.10

As a general rule, audits should be saved using the format “case ID_Taxpayer Name” as the
file name (e.g. 654321 _Jane_Doe). The addition of letter designators for multiple workbooks,
account names or numbers, etc. are acceptable for clarification or identification as long as
the case ID_Taxpayer_Name is maintained as part of the filename. In those instances where
a case ID does not exist, the seller’s permit number should be used as the primary form of file
identification followed by the taxpayer’s name. To maintain organization in the designated
“Audits” portion of the SUTD LAN, the auditor should create a folder for each audit using the
case ID naming convention and save all related electronic AWPs in the appropriate folder.

AUDITOR RESPONSIBILITIES 0306.20

When the audit is complete and ready for upload to IRIS, the auditor will move (not copy)
the audit folder and its contents to the “Audit_Control_Inbox” (“Inbox”) on the LAN.

AUDIT CONTROL RESPONSIBILITIES 0306.20

Audit control staff will move the audit upload file from the “Inbox” folder to an “Upload”
location on the LAN and move (not copy) the audit folder from the “Inbox” folder to the
“Audits_Transmitted” folder. For those occasions where an audit is not immediately ready
to be moved from the “Inbox” to the “Audits_Transmitted” folder for archiving, there is an
“Audits_Pending” folder. The audit control staff should remove audit folders from the “Inbox”
and place them in the “Audits Pending” folder when it is determined the audit needs to be
held and not transmitted for some time.
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LAN COORDINATOR RESPONSIBILITIES 0306.25

The District LAN Coordinator (or a designee) will burn the contents of the “Audits Transmitted”
folder to a CD at least once a quarter, no earlier than the seventh calendar day of the month.
A backup of that CD will be created during each backup session to ensure proper preservation
of the data. The data on the archived CDs must be compared with the data in the “Audits
Transmitted” folder to verify that all data was burned onto the CD. Once the data transfer
is verified, the information in the “Audits Transmitted” folder will be deleted to preserve LAN
space. Files may be archived more frequently than once a quarter but the data from the
“Audits Transmitted” folder should not be purged earlier than the seventh calendar day of
each month to ensure proper data backup.

The Technology Services Division (IT'SD) runs a monthly backup of the LAN data on the last
Friday of every month when the last day of the month falls on a Friday, Saturday, Sunday, or
Monday (when Monday is a state holiday). When the last day of the month falls on any other
day, TSD will run the monthly backup on the first Friday of the following month. Backup
tapes are maintained by TSD for two years and provide district offices an additional source
of data recovery should both the primary and backup archive disks become corrupted or
damaged. If LAN Coordinators encounter a lack of adequate space on the LAN, they should
immediately contact a Systems Coordinator or the Supervisor, Compliance and Technology
Section.

STORAGE OF CD 0306.30

District Administrators should set the policy for their offices governing the storage of the CD
Media. The following guidelines are provided to aid each office in creating a storage policy
and are not meant to be all-inclusive.

e A priority should be given to information security. The same precautions given to
secure hard copies of confidential taxpayer data (e.g. tax returns and applications for
seller’s permits) should be applied to the archive CDs. Districts may consider securing
the CDs with other software disks required to be controlled within each office.

e The archive CD and its backup should be stored in separate locations. This should
minimize external factors affecting the CDs (e.g. heat, moisture, etc.).

The length of retention for archived Electronic AWPs should follow existing policies for
retention of the hard copies of the AWPs (see AM section 0117.02).
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SUMMARY OF CLAIMED EXEMPT SALES BY QUARTER EXHIBIT 1
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Summary of Claimed Exempt Sales by Quarter Exhibit 1
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EXHIBIT 2

TEST OF CLAIMED EXEMPT SALES

Pace 1 oF 3
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Aupit WoRKING PAPERS

SUMMARY OF CLAIMED EXEMPT SALES BY PAGE TOTAL

EXHIBIT 3

QUESTIONED CLAIMED EXEMPT SALES - SCHEDULE: 12¥-1 page G of 4
PeszE TOTALS SR AC 12-121212
J.C. Conlon
090289
L | e | C | D | E L F | & H |
LINE LINE ARAOUMNT ArdOUNT OISTRICT
FG | START EHDO GQUESTIOMED | TAXABLE MEASURE
1 1 = 2602 EIRC e T2
e a3 &5 13772 4,575 4,575
TOTAL 0 S0 12,217 12 217
Note:.

This schedule was generated using a pivot table and should be
numbered as the last page of the Questioned Claimed Exempt

Sales schedule (Exhibit 2).
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ADDITIONAL COMSUMABLE SUPFLIES
SUBJECT TO USE TA¥X - 1997

Aupit ManuAL

SUMMARY OF PURCHASES SUBJECT TO USE TAX BY QUARTER EXHIBIT 4

SCHEDULE: 12 page{ af 2

FERMIT SRAC 12121212

AUDITOR J. €. Conlon

Pace 1 oF 2

D AT E 0909/
[ a | E] i | i E | F
1271z <1271z 12713
QUESTIONED SUPFLY ADDITIONAL TAKAELE | ADDITIONAL T RANST T AX
REF PURCHASES SUPPLY PURCHASES MEASURE
1 Data
2 lvears  |DATHSum of AMOUNT QUESTIONED  Sum of AMOUNT TAXABLE  Sum of DISTRICT MEASUR E
3 (w7 [ 12 453 0,75 0,755
4 2 440 3,214 2,214
5 Ot 2 B 2,456 2 56
5 Qi 12 470 93 0303
7 |Grand Total 3 07 24763 24,763
g 212>
g

i A A
Lo Ry T R B U BN R R o - |

| I S e
[ I N

| I S o R N ]
=4 M th [u

=

[N o I
Lo Y

January 2000

Note:

This schedule was generated using a pivot table.
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Aupit WoRKING PAPERS

SummARY oF PurcHAseEs SuBJecT 10 Use Tax By QUARTER ExuiBiT 4
PaGe 2 oF 2
ADDITIONAL COMNSUMaBLE SCHEDULE: 12w page 2 of 2
SUPPUES Additional Transit Tax FEEMIT SRE AC 42424212
heasure AUDITOR J.C. Conlon
DATE  DoulE 1990
L s | e | i | D | E | _F G | H |
2127 1= 212 1= 221>
HO TRAMSIT
LACT LATLC TAX
D ata
edrs CATE[Sumof LACT SumoflLATC  Sumof HONE
1997 oir 0 es 0.7es o
o2 2219 3214 a
M3 s a S a
i 0 20 0208 0
Srand Total 2 TS 2 TS [u]
s s I
Note:

1Q-96, 2Q-96, etc.

This schedule was generated using a pivot table. Using pivot tables
will not allow the period codes to be in the prescribed format of

Copy to
Taxpayer
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AupiT MANUAL
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ExHiBIT 5
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TesT oF PurcHASES SuBJecT To Use Tax

Jakedxe |

oa Ldan

aaoqe ordurexa o) UI UMOYS Se PI[NPayds 9 P[NOYS 2INSEBIU Xe) JOLNSIP ‘O[qe) joald xe)y

JOLNSTP 9} 9ZI[IN A[JUSIDNJS 0] I9pJo U] [9dX4 Ul 9ge3oed oxoew yipne 9} sursn paredard axom xoydeyo s1q) ur sPqryxe [y

€ 910N

J 01 wLI0ju0d 01 I98Ie[ IO (F X G'Q) 9ZIS [eS9] uo pajurid 9q P[NoyYs SI[NPaYIS

T 210N

Jmejop 9rerdura) Y ULIOJUO0D 0} 9ABY JO0U Op pUe 9[qejuasaid 910Ul 199YSIIoM I eUl 0] SUWN[0d Ansn[ ued sioypny

[ 910N
9.7 A = TWLOL
S SN Unnn 1o} pasiedag Weg| 01w 1 Lo 1|00 [ 3 SEReS| | L (=2 LT R F] TEbeE 14 FeEeg WE S TRy SEDEII0E G0kl ERFEECIEEENT =
e wayag ol fo ne e
s Sn oo 1] pesiedeg We | 01w 1 Lo 1268 ] FE e | L = LT R TEreE 14 FeEe] WE g TEiy SEDSI0E OUET ERFEEIEIEEINT e
B SN Uad 1of pasiadag We[ O1% 1 Low 1[rs ] ] S IERLOS T s CELZE 14 FeE0D WE ny SEREII0G G0k SHIEISHISNT T EiEismnTE | e
sune 4o 0g|
s SN Uad 1oy pasiadag We[ OL1%1 Low 1[oos 206 [ S IERGOS FUENDL |5 TLEEL wd - o g o0 OHIOOLAS0IONAISL|  Z5ee0s|{eeHIEE) | b
*08 0d Py ooy 0005
S SN Uno 1o pasisdeg W | OLw 1 Law 1[5 B B FAED SUENS] | W = 2= A N LT [ THIIO0L LSO T0NAI3L|  Gbeens|{teHEs | b
*08 0d Py ooy 0005
S TaRETRE] g NG9 S IHOH[D 0 A GEL] SUENS] | W = 2= A N LT [ THIO0L LSO T0NAI3L| Gl 05|{eeHED | ot
%08 0d Py olody 0005
B SN Und Jof pasiadag We[ 01w 1 Low 1[5k E E S IERGOS FUENDL |5 TLEEL wd - o g o0 OHIOOLASCIONAISL]  CLEZOS[{EEHIEE | b
%08 0d Py ooy 0005
B SN Uad 1of pasiadag We[ OL1% 1 Low 1|55 A EB WELSAS 5307105 T O0GZ| eauglal|1an PO0GZPGEG (AN BRE=UET Y MBI S OO SAHLENAN TIWHSHYW| co/aGhzo[ieaWet | o
S SN Unn 1o} pasiedag We| 01w 1 Lo 1|V et 16t 16t T TIEZ[ SoUETaL| iR, TPO0G ZP5EG AN, BImE=0ET Y B S FO0e SHHLENAH TIWHSH%0| SOz oL ea el bl | o]
S SN Unno 1o} pasisdag Wef| O L% 1 Law 05 F = = T TOTZ| SOUEIGL| [ TPO0G ZP5EG AN, BImE=0ET Y B S FO0e SHHLENAH TIWHSH%0| Cottie oL ta WS | b
B SN Und 1oy pasiadag We| OL% 1 Low1|VGE b == == T IV ST T G 7EGEG [, BIAsaUE ] B W & L SAHLENAH TIWHSH] 7ol /ALalRaLTErD | o
B SN Uad 1oy pasiadag We[ 0191 Low 1|5et 5t =3 WELSAS 5307105 T e N I PO0GZPGEG (AN BRE=UET e MBI S |00 SAHLENAN TIWHSH| RO O[ZEEWIEE | oY
S SN Unno 1o} pasisdeg We| O 1w 1 Law 205 F Fi= Ey ECEUEER ] T TZhD| SoUENaL| AR, TPO0G ZP5EG AN, BImE=0ET Y B S FO0e SHHLENAH TIWHSa%W| POELE I O|Z e e | &
PN EELREY: WE] =E00d%1 08w 0H| Ol 1 Lo [E82 F | =T =g B2 T Sizg| ®eUWEIaL| LN TLo0T LH L ]| ELEE R = TAANE 301330 TWAC 19| BerEnk |[{eeHreih | 28
| = umhe Joy pasUa g ey ws0ods 08w OH| Ol LW |G Sit B FuEH LS BUUEE] T =7 IREETRTT PN OLOOF LH HEL hEy FNUEI IS b 006 J044NS 301330 TWACTS| (GOEEDL[{EEHGHOL | T8
| = umhe Joy pasUadeE ey Rs0odsl 08w ON| Ol 1 LW [bEL VEL ER ELTEY T =R T P OLOOF LH HEL hEy FNUEAY 15 | 006 J044NS 301340 TWACTS| Ge5000k[{EEHGHE | 92
PN EELREY: =] 506451 08w 0H| 1w 1 LW 1028 (] ] Bl zm;w_ T TELZ[ oUENal| LN TRO0T LH e E ELEE R = Td4NE 301330 TWAD 19| Beea0k (e IE | BE
PN EEN R =) =E06d=1 08w 0H|  aLlw 1 Low 1[F5 ] == FUEGEE | L BlzZ| SOUWEIGL|LH TRO0T LH e E ELEE R = TAANE 301330 VAT 19| HEeEE0k | L HTE EE
| = o nnn 16f pe e O e RE00d ] 08w 0H| DL 1 Lo e = == EIEEOEICIETIE B Te0Z] =aUENGL[LH TR0 LH e e Sy 15 | o6 TAANE 301330 TWAD 19| BeLE Ok LIS | 28
| = umhe Jop pastadee Way =suods=l 08w oH|  OLw 1 Lo 1|hS =] == CICEIETET I [i== BREETRTT PN OLOOF LH HEL hEy FNUEI IS b 006 JO44NE 301340 TWACTS| BEREE0L{EEHIE | bE
ERE THIWAO 3002 EENELELD ERCEEE a [ZEN] TF Je3annn| ordins [£ EEEICIERE] 153915 PELTEES FEERGEE BEICEIN (EE]
P < 1] Lalylsia | L3W1si0 | LNnOWy |3NoiLsant =6 od = 3310AHI
w el = n
m |m|m LHNO W ok T
Bl K E 4] E
EREE E] 1] H W 1 El T H ] E] El [ ] El G
alatyaln ] ]
WA o T TP
Trebeb ok Jwdg niiag LEEL 40 1531 -5314dNS 3189WNSHOD
bhgl BInpay 40 535¥HIENL ¥¥1H3 0INOILSINE

January 2000



Aupit ManuAL

SUMMARY OF PURCHASES SUBJECT

TO USE TAX BY PAGE TOTAL

QUESTIOMED Ex-TAx PURCHASES
OF CONMSUMABLE SUPFLIES - TEST
OF 1297 PAGE TOTAL

SCHEDULE: 12%-1 page 3 of 3

FERMIT SR AC 12121212

AUDITOR J.C. Conlon

DATE  OSe19ee

EXHIBIT 6

[ s T ® 1T =

| (=]
1m
T

LINE AROUNT
FiE START JLIME EMNOJ CILESTIOMED

AROUNT DISTRICT
TANABLE MEASLRE

1 1 2z 17 DEn 11 489 11,4989
b a0 14517 122684 12,264
TOTAL c3l=i"H 2 ¥iex: 2 Wi

Note:

1Q-96, 2Q-96, etc.

This schedule was generated using a pivot table. Using pivot tables
will not allow the period codes to be in the prescribed format of

Copy to

Taxpayer
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Aupit WoRKING PAPERS

SUMMARY OF DIFFERENCES [414-A2] EXHIBIT 7
SUMMARY OF DIFFERENCES SCHEDLULE 12
FERMIT 12121212
AUDITOR J.C.Conlon
I.DATE 1004 M D)
A E C D E F G H
=12R= 2125 =12T=_ | =12U= =12 = 12= SUME 5]
FURCHASES MEASURE OF
TOTAL | SUBJIECT TO INTERSTATE STATE AMND
REF [FERIOD) SALES USE TAax EESALES | LAROR | COMMWERCE jBAD DERTS) COLIN Ty TAX
1 2093 225 535 a0 a8 05 24234
2 40-93 1,760 2 Fa 49 1,420 G,053
3 10Q-89 15 910 591 =05 225 =252 =y 3
g4 TOTAL EI?IIIEI EI“I?E il IT-'EIE 1|242 El?fﬂ SIﬁ 1-‘4|1 17
] “d144-1=
a]
7
g
9
10
11
12
12
14
15
16
17
12
19
20
=1 Note:
22 A separate schedule is required for each area of non-compliance. This
&3 schedule is used for upload purposes and should be superseded and placed
29 in the back of the AWP’s.

Copy to

Taxpayer
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Aupit ManuAL

INDEX TO AUDIT WORKING PAPERS

INDEX TO AUDIT WORKING PAFERS

EXHIBIT 8

Stateof California

Board of Equalizadion

Auditar JC . Conkon Date 100119
F & rrnittes ABC i orn pa iy Az count Murnber: SRR 12-121212
(%]
SCHEDLLE WORKSHEET TITLE OF SCHEDIILE P OSE 5 I epy
MUMEE R MAE FROM - TO TaT.P.
12 41442 SUMMARY OF DIFFEREMCES 1 YES
1 1 TOTHL SALES S UMMAR Y (EX-TAK) 1 2
1h 1A RECCRDED SAHLES 1
AR E-UF AALYSE - TAXABLE
1B 1B SALES 1
1 1C UNRECZRDED SHLES 1
MR ECORDED SALES OF CAFITAL
10 10 ASSETS 1
1E 1E SAHALES T EMFLOYEES 1
1F 1F CORPORATICNS 1 2
FURCHASES SUBJECT T USE ThX
2 2 SUMMARY 1 2
T TRANSTERS PR EA-T AR TN EMT T
h 2h FOR Ol USE 1
SUBIECT T2 USE THX - AUDIT FER KD
B 2BP .1 1 2
T GUESTISNED EX-TAR PURCHASES o
2E-1 2EB1 COMNSUMAELE SUPFPLIES - AUDIT FER KD 1
F E) SAHLES FOR RESHLE SUMMARY 1 2
dh, 4h FERCEMNTAGE F DISALLOWANCE 1
dA-1 4A-TF 1 STATISTICAL S AMFPLE 1
d4h 13 EYIZLETTER 1
CAMFLE BCASE FOR RESALE TE=T-
42 4h-1F2 STATISICALSAMPLE 1
4B 4B STAT SAMFLE EWALUATICN 1
& & LABCR SALES SUMMARY 1
LA 1] Cuarterhy Arabisis of DiEa llowed Labor Sakes 1
LA ShP2 DizwictAnal=sk of Labor Sales Diallowances 1 2
GO ESTIOMED © LAMED LAEGR SALES -
Eh-1 A1 AUDIT PER D 1
INTERSTATE ARD FRE SR
I & CCIMERCE 1
10 10 EAD DEETS SUMMARY 1
SALES T ATRCRATT CCommen
15 15 CHRRIERS 1
LR LA EART THX ABLE MEASURE SUMMARY 1
g1h g.1A BEART ThX 1
EEAEA| ASTA- RESAHLES SUBJECT T BART TAX 1
Ahg2 hg2 LACT THX ABLE MEASURE SUMMARY 1
YY) AE2A LACT ThH 1
FERCERMTAGE OF Di=A LLCWARCE
AS2A-1 AS2A-1 OF RESALES SUBJECT T LACT TAX 1

January 2000
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Aupit WoRKING PAPERS

EXHIBIT 9

[1]

TOTAL SALES SUMMARY

Pace 1 oF 2
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ExHiBIT 9
PaAGE 2 oF 2

AupiT MANUAL

Jakedxe |
01 Ado)

"Salgnod] Jooe|
01 8NP GEE L 'SE Menuer UBNoIUL BERL 4 | MENUEMLIDY PRS00 SEM SSaUsng staiedxe] ay]
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REF

M o~ @ h a0 R) o

= =
I R N =

15
16

Aupit WoRKING PAPERS

RECORDED SALES [1A] EXHIBIT 10
RECORDED SALES SCHEDU LE 148,
FERMIT 12 121212
AUDITOR J.C. Conlon
[CATE___ nooeroo]
o e | ¢ |1 o 1 E | F G H
s==============:0ALES JOURNALr========> SUMIE_F|
TaxABLE U5 |INTERSTATE
PERIOD |=ExTax:] RESALE | cowT | cOMMERCE | LABOR TOTAL
JuLy 13,007 3,133 240 140 B25
AL 12,003 2076 10 20 e
SEP 16,015 3 163 420 0 75
3005 25 8272 950 200 1,548 55 505
acT 19,273 2 ASH 260 200 740
N O 15,236 2274 576 1,140 o0a
DEC 2,734 5 0 435 1,550 214
42-05_ S3ed3 11350 1,300 3,520 1,132 i1 359
JAN 9,200 2457 575 1,865 a5z
FEB 11,765 3862 200 420 E1T
MR 13 576 4072 545 525 0%
10-00 24350 40007 1,420 2210 1577 20 05
TOTAL 125218 20525 2770 7,230 2057 170003
=1B = =1B= =1EBE= =1B= =h= =1=
= 2=
=811 14 1=
2f 1 1A 2=

In general, figures and other data from the taxpayer’s records
should not be transcribed to the audit working papers without good
reason. However, for illustration purposes a summary schedule of
recorded sales has been prepared for this sample audit.

Instructional Note:

Copy to
Taxpayer
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AupiT MANUAL

MARKUP ANALYSIS [1B] EXHIBIT 11
MARK-UP AHALYSIS - TAXABLE SALES SCHEDULE 1
[FERMIT 12 121212
DI TOR LG Coanlon
IS0 N I = v 1= ]

| & L = 1 ¢ 1 o 1 £ 1 E | G | H |

oo 4 m th s o) R = om
m
T

-
L . |

T
LR o

14
14
16
17
12
19
20
21
22
23
24
25
26
27
22
28
20
31

A

| A=

<{h-

< B
(Line 4-10)

(Line 2-12)

(Line 1412)

January 2000

TAHXABLE SALES (EXT &K 125218
COST OF SALES 112832

LESS: COST OF SALES @ 10% MARK-LP
RESALES 29,525
L5, GONT 3,770
INTERSTATE COMMERCE {23
40,828 ¥ 808030 116

OF 0101283

to
231

COST OF TAMABLE SALES 75,816
GROSS PROFIT 49,402
MARK-LIP ——e i
Bedinning Inventory n

Taotal Purchazes 32485 41 7av
40185 42470

1299 o Q05 118,265

Le=z: Ending | nventory -0 a3
Cost of Zales 112932
=Line 4=

Lomments

Discuzsion with ssles manager indicsted that sales for rezale, U=, Govt, and
Irterstate sales were made at consierably lezs mark-up than taxable zales. He
edimated that the average mark-up on these sales was 10%. Atest of a few
invoices substantiated the edimate. Cost ofthese sales has heen eliminated at

the 10% mark-up =0 that & computation could be made of the mark -Lp on taxakle
zales as above.,

Copy to
Taxpayer



Aupit WoRKING PAPERS

UNRECORDED SALES [1C] EXHIBIT 12
UHRECORLED SALES SCHEDLLE 1C
IPEEIT 12124242
AUDITOR J.C Conlon
DATE Q211350
L a 1| & | C | o | e 1 F 1 & | H |
INVOICE | INWOICE
REF DATE HLUMBER CUSTOMER DESCRIPTION AMOLIMT]
1
2 00T ea9 ITET Peter Gabriel Repairs and additions to
3 1007 Sledgehammer Bhid. interoffice communication
4 San Francico system. Q00
] =1
i
T Cornrernts
a2 InJanuary 19898 the taxpayer changed owver fom a hand posted to an automated accounting
g systemn. Obwiows posting and recording errars weere made during the changeover, Journal
10 entries were preparad to adjust for the errors, however, an invoice which had not been recorded
11 wias over ook ed, Inowiem of the nature of the error and the quality of internal control present,
12 the ermor was considered nore recurring.
13
14
15 Loigice Bee gl dojn
16
17 M aterial 400 =481=
13 Labor a00 =E=
19 Subtotal Qo0
20 Ta« on Material 24
21 Total g2
22
23
24
25
26
27
28
29
Copy to
Taxpayer

January 2000



Aupit ManuAL

UNREPORTED SALES OF CAPITAL ASSETS [1D] EXHIBIT 13
UMRECORDED SALES OF CAPITAL ASSETS SCHEDLLE 10
FERMIT 12121212
ALIDITOR J.C. Canlon
DATE Qe 2009
[ o E c | o I e | F 1 £ | H ]
JOURMAL
EM TR
REF DATE REFEREMCE DR, CR.
1
2 14004095 J A6 ACCOUNT RECEPMABLE - JACK REVNOLDS 1500
2 RESERWVE FOR DEPRECIATION 1565
4 AUTOMOTIVE EQUIFRMENT 2524
5 GAIH ON SALES OF CARITAL ASSETS 451
&
7 "TORECORD SALE OF FORK UFT TO
2 JACK REYNOLDE"
g
10 TAXABLE AMOUMNT 1600
11 =1=
12
12
14 COMRMENT S
15 THE ABCWE SALE WWAS MaDE BY TAXPAYER'S SAN FRANCISCO LOCATION. THE
16 FORKELIFT WAS USED IN THE TAXFPAYER'S WAREH OUSE AND WAS SHIFFED WA
17 COMMON CARRIER TO THE FURCHASER IN MOJAVE.
18
1a
20
21
22
2z
249
25
26
27
8
20
20

January 2000
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SALES TO EMPLOYEES
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SALES TO EMPLOYEES

AupiIT WoRKING PAPERS

[1E]

EXHIBIT 14

12- 121212
J.C. Conlon

1E

08211950
A E C D E F H
[C+D]
LOS SAN
FERIOD JREFEREHNCE] ANGELES | FRANCISCO | TOTAL
JULY CR-G a0 X 116
Al G CR-12 73 20 93
SEF CR-19 20 21 111
20-05 s Fri s
ocT CR-25 a0 25 75
MO CR-24 el 23 42
DEC CR-20 25 12 7
-0 o5 i3] 160
JAN CR-< 25 15 0
FEB CR-45 1 = 1M
AR CR-51 21 13 il
10Q-289 157 92 215
TOTAL IIN] al FALE]
AR =48 1= 1=
COMMENTS

The company has a policy of selling goods to employees out of resale inventony. Resale

cards vere Esued for merchandiee s old to employeas. Therewas no misuse of resale

certificates since the goods were intended to be resold wwhen purchased.

All employee

sales are made for cash and are segregated between both of the locatiors in the cash
receipts journal. The auditor advised the taxpayer thatemployee sales should be seh-

reported on future returns.

Copy to
Taxpayer

January 2000



AupiT MANUAL

RECONCILIATION WITH F.I.T.R.’S AND MARKUP ANALYSIS

FEDERAL INCOME TAX
RETURMNS FOR
CORPORATIOMS

[1F] EXHIBIT 15
PaGce 1 oF 2
SCHEDULE 1F page 1 af 2

FERMIT SR AC 12-121212
AUDITOR J.C. COMLON
LATE Q91900

! £ ! E | c ! o I g |
Ay
to 1982 1533

k EF 12023137
1 zROSS RECEIPTS 120050 290,350 [S1=/EpE a2
2 BEZIMMING INVENTORY <,200 20,100
gt FPUR CHASES 22892 520235 0 GS10035
4  COST OF LABOR
5 OTHER COSTS
a EMD IM = [NWEM TOR™Y <200 20,100 21 505
K COST OF zadb 5 500k [ L2+ LH L LES-LE ) Fi=Natm = It | = u ] (] 0= ]
g GROSS FPROFIT [ L1-L7 ) g1.352 285164 Z2F3EEE
g OTHER [MC OME 1 G0
10 TOTAL INCOME [ LE+19) G [y = P = T S 2
11 DEDUCTIOMS:
12 COMPENSATION TO OFFICERS 12000 50,000 &2 000
123 SALARIES AND WAGES 15000 5,000 raran
14 REPAIRS AMD MAIN TENANCE 1,500 1575
15 BAaD DEBTS 25,000 a6 280
16 REMTS
17 TAxXES AMD UCEMSES
12 INTEREST 1,000 1,050
18 CHARITABLE COMTRIBUTIONS 200 215
20 DEFRECIATION FAao 20,000 21,500
21 DEFLETIOMN 15,805 16 280
22 ADVERTISIMNG 2,460 2523
22 PEMSION, PROFIT-SHAR Mz, EXT. 1,000 1,050
24 EMPLOYEE BEMEFIT FR OR AMMS 1,000 1,050
25 OTHER DEDUCTIOMS 512 20493 2150
26 TOTAL DECUCTIOMS [ L2125 .0 1 D = N e R = 1" £
27  HMET INCOME [ L10-1255 0 J a40 (=5 E | S5 25
28 GROSS RECEIPTS PER FITR (L1 120050 290,250 o2 2ER

SALES TAX INCLUADED IN
29 FITR GROSSRECEIFTS

EX-TAx GROSS RECEIFTS
20 REFORTED TO BOE £ d1khd ) 120040  San35q Sop aeT
21 DIFFERENCE [ LZ8-L29-1300 1 -1 ]

Copy to
Taxpayer

January 2000



Aupit WoRKING PAPERS

ReconciuiaTioN wiTH F.I.T.R.’s AND MARKuUP ANALYSIS ExHiBiT 15
PAGE 2 oF 2
FEDERAL INCOME TAX RETURNS S0 HED ULE 1F page 2 of 2
FOR CORFPORATIONS FEEMIT SR AC 12121212
AUDITOR JO SO M
DATE oarMeos
| o | L | 0 |1 e 1 r | G |
(B.F1
THraT
to 1952 1953
REF 1203197 T T8
1 TOTALSALES EX-TAX 120,250 240,250 S23232582 1842 762
2 COST OF GOODS SOLD JRRSS  ASS SR FOS S0 128 A
3 GROSS MARGIN (L2 asr  oomdRa o7 oon FiO 351
4 WARKUP (L2 e i S e i

Copy to

Taxpayer

January 2000



Aupit ManuAL

PURCHASES SUBJECT TO USE TAX

[2] EXHIBIT 16

FURCHASES SUBJECT TO USE TAX SCHEDULE 2
SUMAR™Y FERMIT SR AL 12-121242
AUDITOR J.C. Conlon
CATE 09021999
O C D E E
2 A ik (C+D
TRANSFERS EX-TAX
FR Ok PURCHASES
REF |FERIOO Ex-TAK FROMOUT OF
1 2082 261 275 G35
2 40192 251 2498 GO0
3 10-29 161 a7 1,039
4 TOTAL 673 1 502 2175
& = " < G A
G
7 SERIEICATION CORMPEHTS
2
a Lyupes of Tranzactions
10 The tazpayer purchases some supplies from unregistered out-of-state vendors and also makes
11 regular withdrainals for own use from etz inventony.
12
13 Soyrce of [ata
14 Faid bilke, general ledger, and general journal for the audit period.
15
16 Yerfication
17 The taxpaver maintains all vendor irmvoices in an alphabetical file by wendor,
12
19 Examined the purchases file on an actualbaszis since it contained all inwaices for the audit
20 period. Ex-ta< purchases of experse itemswere scheduled on <28%= FReported amounts
21 an line 2 were purchases from asingle, unregistered, out of-z tate wendar,
22
23 The general ledger capital assets and expense accounts were revigwed for possible purchases
24 subject to use ta. Withdrawals from ex-tax imeentory for the taxpavers own e were scheduled
256 on <285 Mo additional purchases subject to use ta< noted.
26
27 Eindings
28 A Wiithdramaks from ex-tas inventony for awn use not reported.
29 BY Supphi purchases from out of-state vendors subjectto use tax not reported.
30

January 2000

Note:

The * referenced above refers to the upload schedule and is to be
broken out by separate non-compliance codes.
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Taxpayer



Aupit WoRKING PAPERS

TRANSFERS FROM EX-TAX INVENTORY FOR OWN USE [2A] EXHIBIT 17
TRANSFERS FROM ExX-TAX, SCHEDULE 24
INVENTORY FOR WM USE FERMIT SR AC 12121212
AUDITOR J.C. Conlon
DATE R
L=~ B | o | E F E L+ |
LOS SAN
DATE | REFERENCE DESCRIPTION ANGELES | FRANCISCO | TOTAL
HERcy By feie 5 d7-19 MISCELLONEDLS ELECTRICALSUPPLIES 0 aa 10
0BA0eE JB A7 SAME an 52 =,
0O/0M908  J323 SAME 21 40 i
3005 131 130 264
M 07 SAME 16 e 54
E0ME0E 1420 SAME 15 14 20
12031M008 1228 SAME &0 18 168
4055 a1 70 251
/M908 J414 SAME a2 a2
(R/ZEM000  J218 SAME 52 20 &1
EM9E I35 SAME 14 34 45
12-1000 £5 05 16
TOTAL 278 205 673
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Aupit ManuAL

QUARTERLY ANALYSIS OF CONSUMABLE SUPPLIES [2B] EXHIBIT 18A
PaGce 1 oF 2
ADDITIONAL CONSUMSBLE SUPPUES SCHEDLULE 2B pange 1 of2
SUBJECT TOUSE TAX- AUDIT PERIOD  [PERMIT 12124242
AUDITOR J.C. Conlon
DATE 20912999
A B C 0 E F |
<ZB-1* <2B-1x
GUESTIONED SUPPLY ADDITIONAL TAXABLE | ADDITIONAL TRAMSIT TAX
REF FURCHASES SUPPLY PURCHASES MEASURE
1 Data
2 e ars DATE |Sum of AMOUNT QUESTIONED  Sum of AMOUNT TAXABLE Sum of DISTRIC T MEASLIRE |
3 1992 2t
4 Qtr2
4] Qtr3 203 275 el
G Qg a7 240 2401
7 1999 2t ars ara ara
2 Qtr2
g Qi3
10 Qtrd
11 Grand Tota 158 1502 180
12 2
13
i4
15
16
17
18
18
20
21
22
23
24
26
26
27
28
28
30
Copy to
Taxpayer
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Aupit WoRKING PAPERS

QUARTERLY ANALYSIS OF CONSUMABLE SUPPLIES ExHiBiT 18A
PAGE 2 oF 2

ADDITIONAL COMSUMABLE SUPPLES SCHEDULE 2B page 2 of 2
SUBJECT TO USE TAX.- AUDIT PERICD FERMIT 12121212

By DISTRICT AUDITOR  J.C. Conlon
LATE 0909299

O 1 E i F
L = T T —

I
Im
[
15
T

m
L

LACT LATC EART SFET A SFPF

[
[

El

a3rs CATEISum of LACT  Sum of LATC Sumof BART Sumof SFTA [Sum of SFPF
195 2t
o2
2z 180 120 25 25 a5
g J08 09 240 240 2301
1928 21 L | 744 128 129 129
2
2z
i
|Grand Total 10gs 10s 45 ] Lt |
288 2 <88 1=

00~ @ Ch o) ks oW

= IO
[

—
—

[ I T T I e B T e I e e T T
O DD @M h k) = D0 00~ @ Ch [ Q) kD

I AUALNTHUL LLA WA UL L L GULL LIUL L UAUL VLALU LU 1L LLLGD WAL A, I

Copy to
Taxpayer
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Aupit ManuAL

QUARTERLY EX-TAX PURCHASES OF CONSUMABLE

SUPPLIES FROM OUT OF STATE VENDORS

EXHIBIT 18B

[2B-1]
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Aupit WoRKING PAPERS

SALES FOR RESALE SUMMARY [4] EXHIBIT 19
PaGce 1 oF 2
SALES FOR RESALE SUMMARY SCHEDL LE 4 page 1 of 2
FERIT 12121212
LALDTOR J.C. Canlan
DATE 021 41200
£ B C D E F G H I
s s [ExC] [E-DO] 2 1 [F-E]
RESALE SALES ANALYSIS OF DIFFERENCE
ERRORS IN
RECORDED |PERCEMTAGE OF | DISALLCWED | AUDITED | CLAIMED DISALLOWED | PREFPARING
REF|FERIOD| RESALES | DISALLOWANCE | RESALES | RESALES | RESALES |DIFFERENCE| RESALES | RETURMNS
1 3@ 8372 B85 % ey 7z 8372 a0 a0 0
7 4o 11 250 586 % %3] 10,554 11,305 704 BG4 i
3 1o 0007 S5 % a1 0,506 10,007 a1 a1 N
4 TOTAL 20228 1 74 28082 70,864 1782 1 746 i
g w4 A2 B =
fi
7 VERIFICATION COMMENTS
g
a I T )
10 Sales far resale are mainly to electrical supply and hardware retailers.
11
12 Source of Datg
13 Sales journal, sales imvoices, customer PL0O.'s, resale card file, and other related
14 documentation for the audit period.
15
“ I .
17 & stat sample was made of salesfor resale. The sample size was calculated hased
18 on the results of the block sample used inthe prior audt =48-1=. The sample was
13 selected using the Board's P.C. randam sample program,
.|
pal Sample invaices, amounts and guestioned transactions are scheduled an =448-1 page 1=,
o Fesaleswere traced to resale cards maintained by the taxpayver. The taxpayer was
i ahle to establish that most of the questioned transactionswere valid sales for resale.
24 A percentage of disaliowance (5.85%) was calculated on =44 =,
2
P A pation ofthe disallowed resaleswete the result of a transpostion errar by the
el taxpayerwhen preparing the 4G-98 return,
|
.|
A

Note: 1

Schedule 4B-1, “Calculation of Sample Size”, is not shown in this sample audit.
For an example of the sample size calculation, see Chapter 13, Exhibit 13.

Note: 2

The * referenced above refers to the upload schedule 12 and is to be broken
out by separate non-compliance codes.

Copy to
Taxpayer
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Aupit ManuAL

SALEs FOR RESALE SUMMARY ExHiBIT 19
PaGE 2 oF 2
Dz allovwed Sales for Resale By SCHERULE Jpaged of 2
Dristrict PEEMIT SE AC 12121212
ALDTOR JC Conlon
LATE Qoaroos 00 |
L | g C | 0 | E | E | G | H |
i = e 2dhy 1= e 28y | IR e
MO TRAMSIT

R EF LAaCT L ATE EART SETH SEFE To
1 L ata
2 pars De TR S m e s CT  Somoanfl AaTE  Somof BeET Sumnt SFRE _Somoof SFETa Soum oot ROHE
3 18993 Q1
g o
& Qi3 a3 =3 (=l =l G 0
G L 25 | 24 2 el cri
Fi 1929 Q1 21 44 124
g o
= Q3
10 L
11 |Grand Total 106 10 29 g4 g 161
12 <A82= <88 1=
13
14
15
16
17
18
18
20
21
22
23
24
25
26
27
28
29
20

January 2000

auditors worksheet u‘n-der district taxes.
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Aupit WoRKING PAPERS

PERCENTAGE OF DISALLOWANCE

REF

L e B T o R

L T o O o o O I L O L I R T T e O . . S N Y
L v o 1 | o = I T v ¥ R () Y SO e T S S o |

[4A]  EXHIBIT 20

PERCENTAGE OF DISALLOWMAN CE SCHEDULE 48,
FPERMIT 12- 121212
AUDITOR J.C. Conlon
rDATE 09141959
i) E C 1] E F E] H
it =4 A 1= [C/E]
FERCEMTAGE
RESALES | DISALLCWY ED F
TESTED RESALES LISALLCMARNCE
TOTAL ﬁﬂﬁi ﬁjlm ﬁlﬁﬁﬁ
ARA 1= ==
AR 1=
Copy to
Taxpayer
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AupiT MANUAL

SALES FOR RESALE TEST — STATISTICAL SAMPLE

EXHIBIT 21

[4A-1]

PaGce 1 oF 2

Jakedxe |

a1 Adoq
<=
[ (=3 026 L
A 8|53 IE}E 20| INON[D T 3l SIBGUEH £8.864 S0LZE WD FUy EJUES BUET PUZE P13t SHOIHSY CEE B56L/0EED |96
14435 10N
A Pa1Ea0| PIED BE = INON[D T 3 WEEI] BUyAed EHEE I ER] bOLZE WD 00 QUS| AR i A PUL N R EEER L0 [E5EL/ 0D [P
*® JO0MATIOH
Iy PIEQU] PIED SIE S o INON|D n Ot EICRIETET:] AN ER] LOLZE WD bR qUES| AE i SN PU| RS CEER 00 [E56EL/OEED |
*® JO0MATIOH
A F|ES3 SE}E 20| 3INON[D n 0% EET =N BOLZE WD EUY EJUES BUET PUZE BEEE SHOIHS% 4 QLB[EEEL/EED |2
14435 N0,
Guipe 0 @ fiq papeddns 3INON[D n A 20wy JME Mo wRN| BRSO AN THDL EN PAE[ CONIANS T1LLO G [EE6EL/EZED | 1b
J=jua] uMyse 4 g /00|
A Pa}EQ0| PIED FE= 3INON[D n 0oL EXTERE] =2 ER LOLZE WD bR qUES| AE i SN PU| RS EEER |62 |EEEL fZED |OF
2 JO0MATIOH
A PTEQ0] PIED B[E = INON[D n 3 =E W B2E (LN DO0F9Se43d VOLZE WD OBE quUES| AE i Sl N RS EEER oL [EEEL AZED |6
2 JO0MATIOH
A B|QEXE} TE}E 20| INON 9 3 =] ECT I = T ZOGEE WD =AETOW[ AE an AEnpul i, Gt EEER Z0L|EEEL/GED |82
2 JO0MATIOH
A B|QEXE} TE}E 20| AL LD - et FPIE] sEaUIENG OGFEELETL L E006 W D S8R hny 20 an1d| INISS3NISNE 18 BER |EEGL/ZZ/ED |8
Aupsnpu| 155 fi, GGt
A Pa1EQ0| PIED BE = INON|D n E FEay g Buyaed (LN 85000043y VOLZE WD OBE quUES| AE i Sl N RS EEE [ e
2 JO0MATI0H
A B|E53] IE}E 20| INON]D T Zk m_m_cmx LBELEN S0LZE WD FUy EUES BUET PUZE H3t SHOIHSY S G [S5EL/ 0 L [SH
WI4435 NaA
BurpeT 1o ma fq paueddng INON[D T TT EA0WEY JIES Mo wRN| OGELD AN WO MEN PAE[ CINIANS TILLM TR [EEELELIL L [bL
Jajuad UMyse 4 g/9G0)
A Pa1EDY| PIED BIE = INON[D T ¥ T 0005043 LOLZE WD 0= q UES| AE AR SPUT N BEoE| EEER O [S56L/ELL L |EF
2 JO0MATT0H
X FaTED0] PIED S[E % o IHOM|D T =] Aoy JUE] [ LH| ¥ hD2oeeda0 TON 2B 5 O0=q UES| e, MFEn Pl Pt CEER CLE [ook O E |2k
2 JO0MATIOH
IS PSEQD] PIED |E 25 o INON|D n BT E R | T E R VOLZE WD OBE QeS| AE i SN pU| N RS EEER T [SEEL G L (b
2 JO0MATIOH
A Pa1EQ0| PIED BE = 3INON[D n 0z we=] Buyared (1IN O0ELG9E43d VOLZE WD OBE QeS| AE i SN pU| N RS EEER O%E [S56L/ 20 F |0k
2 JO0MATIOH
A Pa1EQ0| PIED BE = 3INON[D n z9 =qng WEN[LN[ 52k iseri3d VOLZE WD OBE quUES| AE i Sl N RS EEER PET [266L LI L |6
2 JO0MATIOH
A Pa1EQ0| PIED BE = 3INON[D n 3] Auaqos|IN]  ZO0KESE43H VOLZE WD OBE quUES| AE i Sl N RS EEE i =
2 JO0MATIOH
A EEERTIES ey IHON[D T 82 EEdTT ZHIETI DAY QZ00E w1 SeE 0wy 50T pEDY HOILWH0dH00 0L [SEEL SN |2
HodsBpug 158 i, GREE REEEL)
A B|E53] IE}E 20| INON]D T o S1BA07 WEO 4 IAAIS EEARED Q7006w D "SR 0 50T pED Y HOILHO 400 Ji=d R ]
HodsBpu g 158 i GRET HITHD
A B|qEE] SE}E 20K INON[LE 3 LE BIEMPIEY S5E 19 EOGEG WD BAETOW FEMUE H| LD 07 Ad 194 G [S5EL 20 |5
i 1y B0 g
A 2R RN ECTEN AT LOA[E = B EEREEEEILT HSOTE YD ODLE]  PAE poCMNCH SERE DT CFT [EEEW VT [P
WD peoenioH YUeN 331AHIS HO0D
X ZX 0} 95u0dsel 0N EEI o i) aubig [ [T ERTCIREEN ZHE [S56EL/BLE0 £
45145 L HwE W1 0RSUE 4 NES uojBuly SE i, EZEZT HIDHISSIN
A 3 QEXE} SE}E 20| EICa R ] T e i3 =pIE] Buge i AEPIOH QBEZ LODD L ZZ06 WD undwed| pEOY poowEE0 Y EERE "IN BEZ [S56L/LLED |2
5534d Ie1HIAND
A Pa}EQ0| PIED FE= 3INON[D n z8 ET[TIE] BOLZEWD Euy BUES|  FEMMEIH Moy pEpE] [EH] GAl [S56L/EME0 |1
1001 5HINHNL
=[= IETE] 3002 EPNELELD IERELEER 1] [TEN] b W3awnHOd | OLdiHS FIEEICICRNTH] 133415 ERECEEREIERER BIEEERNL EICTI EET]
mu 1314 1510 LM LS | tNNoWY |INDILsInEa = 3310M4HI
o lm LNNO WY E 23 Tws
=5
=
4]0 N W il ] T H &) d 3 ] ] E] v
BN
IR
ZLELELTL TV HS TS THAILEILWLS
1 5% IMI3HIS - 53TWS ITWE3H A3WIV1D JFN0ILEIND

January 2000



Aupit WoRKING PAPERS

SALES FOR ReEsSALE TEST — STATISTICAL SAMPLE ExHiBIT 21

PaGe 2 oF 2
BOE 504-CUS (1-97) STATE OF CALIFORNIA
STATEMENT CONCERNING PROPERTY PURCHASED BOARD OF EQUALIZATION

WITHOUT PAYMENT OF CALIFORNIA SALES TAX
DMA AC

Auditor’s Initials J.C.
Please complete this inquiry statement to indicate the disposition of certain non-taxed purchases you made from the
seller listed below. Please fill out the form completely, check the appropriate boxes, and sign as your company’s
authorized representative. The form should be returned within 10 days.

R o I o Ol P G T RGeS T2 LTS FEPHT RS
ABC COMPANY SRAC 12-121212
T.'=3-C CT =T
LT k. UWIET, TFLLE NCIET LCoTRT T
LibEI CF
09/11/1998 | 239 C0012345 | 30 HOLIDAY GREETING CARDS
I 1TA0C UIICUN UIC AUNIVNMIIALTG NUATO MVTIVY. 11 TTVIITC VI UITOT AUMIly, NITCAOT TANIAINT NTIVVV.

O The above property was purchased for resale and was resold in the form of tangible personal property. It was
not used for any purpose other than retention, demonstration, or display while being held for sale in the regular
course of business.

O The above property was purchased for resale and is presently in resale inventory. It has not been used for
any purpose other than retention, demonstration, or display while being held for sale in the regular course of
business.

O The above property was purchased for leasing and tax measured by rental receipts has been paid directly to
the Board with our sales tax returns.

O The above property was purchased for resale to the United States Government. In accordance with the title
provisions of the U.S. Government supply contract, the U.S. Government took title to the property prior to any
use of the property by us.

K1 The above property was purchased for our own use and not for resale, and

O tax in the amount of was paid directly to the Board with our sales tax return for the reporting
period .
O taxin the amount of was added to the billing and remitted to the Seller.
f9 the purchase is a taxable transaction and tax is applicable.
COMMENTS
[ FaF OFF OF ICTIRFTY
Lighting Fixture Retatler
AFLHOFF] 14 F1 ' O FFAT HWEH. APLHOFF Hi F
SR AR 11-121212 S.T. Vega
JACH" LFF L1
S.7 Vega Owner
T .12 Y
£/12/1999 (210) 555-4545 Torvance

The information provided above is subject to verification by the State Board of Equalization.

January 2000



AupiT MANUAL

SAMPLE BASE [4A-2] EXHIBIT 22
SAMPLE BASE FOR RESALE TEST- STATISIC AL SAMPLE SCHED LLE 442
FERMIT 12121212
AUDITOR  J.C. Conlon
LATE 02441950
L s | e | ¢ 1 D | E | | H |
Sample
Il e Inwaica Amount
REFL Number | Amount | Questioned Commernts
1 101 2600 11
e 108 45100 (11
3 177 10000 11
4 174 7500 (1)
g 196 gz00 gz.00 See Sch =gh-1i=
G 168 2600 11
7 200 4400 (11
g2 218 2500 11
g 22 1200 (11
10 224 goa 11
44 s [=inNyln] ' Y
i PR L I\ I.-I
12 prc | 3000 30,00 See Sch =gh-1=
13 242 G000 fGi0.00 See Sch 2dh-1=
14 293 200 2.00 See Sch 244-1=
15 2496 3700 37.00 See Sch =dh-1= -
16 287 45100 45.00 See Sch 2ga-1= Note: |
17 2/ 11.00 See Seh <4A-1> Not all transactions are scheduled |—
18 274 £300 £5.00 See Seh <4h-1> and the totals will not foot. —
19 275 2400 See Sch 244-1=
=20 280 2500 26.00 See Sch <dh.1=
21 204 G200 Gz.00 See Sch <dh.1=
225 GE0 11500 115.00 See Sch =dh-1=
3G [at=] 4400 4400 See Sch <441+
=7 Tz G400 G400 See Sch <dh.1=
e T84 2500 2500 See Sch b1
e 791 10000 100.00 See Sch =db-1=
340 205 FE00 7E.00 See Sch b=
3 216 S0.00 S0.00 See Sch =gh-1=
34 BEG 4000 40.00 See Sch <d4A-1=
343 BE7 J200 3200 See Sch 2db-1=
34 B4R 16500 165.00 See Sch =gh-1=
3496 205 TG00 TE.00 (11
39 216 00 (11
3 QEG 20a 11
_B Q57 G400 (11
398 oz ana 11
240 o953 G400 11
TOTAL G an Lggan (1 WL SALE FOR RESALE SUPPORTED
adds =441 page 1= WITH TIMELY RESALE CERTIFICATE.
Copy to
Taxpayer
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AupiIT WoRKING PAPERS

STATISTICAL SAMPLE EVALUATION [4B] EXHIBIT 23
STAT SAMPLE EVALLUATION SCHEDUILE 48]
[FERMIT 12121212
AU DITOR J.C. Conlon
LATE ney Lyl ]

| A | e el o 1 e | F | 5 | H |

SAMPLE DIFFEREMNCES

R EF LHITS JDOLLARS ) DIFFERENCES SQUARED
1 POPULATION (M) 1,575 205258 20.00 200,00
2 SAMPLEn): 280 G007 Gi0.00 3.600.00
3 DIFFEREHCES (d): 10 251 200 2.00
5 24.00 &FE.00
G MEAN: F1.00 23.00 520,00
7 24.00 &FE.00
2 STANDARD DEWVIATION: ¥.a0 42.00 176,00
9 44.00 1. 53600
10 STANDARD ERROR: F. .00 < (5,00
11 254.00 15 25500
12 INTERWAL AT S0% CL: .40
12 INTERWAL AT 0% CL: .5
14 INTERWAL AT 95% CL: F0.61
15
16 IMTERWAL &S % OF MEAN:
17 AT 20% 28.70%
12 AT 90% 5102 %
19 AT 95% G020 %
20
2 AVE.POPULATION UMIT 19
&2
23 AWE. SAMPLE UMIT 17
24
26 PERCENT OF ERROFR: 58473 %
X
2F
28
2
2
Copy to
Taxpayer
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EXHIBIT 24

[6]

Aupit ManuAL

LABOR SALES SUMMARY
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Aupit WoRKING PAPERS

QUARTERLY ANALYSIS OF DISALLOWED LABOR SALES [6A] EXHIBIT 25
PaGge 1 oF 2
Quarterly Arlysis f \FER b (T . 12121212
Disallowed Labor Bales AUDITOR ) T CONLON
CATE 000900 |
L E | C | 0 E |
=F-1 = <F0- ] = =F0- =
ADDITIONAL TAXAELELABOR | ADDTIONAL TRANST TAX

R EF QUESTIOHED L AEOR il EX ol FS MESSIRE
i [1at3
2 veare  InaTE dgom ni pbn KT DUESTIONED  Sum of SRADIHT TRl E S i S TRICT MEASIIRE
3 |1ms Q1
4 oz
g oz a5 fE5 510
B Q4 L 9 410
7 |1m=me Q1 723 723 15
g Q2
g Wi
10 Q4
11 |%rand Total 1260 1260 a2
12 =Ex
15
14
15
15
17
15
14
20
21
s
e
24
25
25
27
7%
29
30

Copy to
Taxpayer
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AupiT MANUAL

QuARTERLY ANALYSsIS OF DisaLLowED LABOR SALES ExHiBIT 25
PAGE 2 oF 2
Digtrict Analysiz of Labor SCHEDULE GiA
: FERMIT 121213107 |
=ales Disllowances AUDITOR ). C. Conlan
DATE 0900000 |
La 1 B | i | i | E | E | G |
2Ef 2EA s Fia s SRk 2E s
F EF | &8CT LT E&ET SEEF SETH
1 [ ata
2 rears  ADaTE Sy af I T  Som et AT Somaf BSET Soym ot SFEF Somoof SETS
3 1988 it
4 2tz
5 tr3 424 24 26 26 g u]
5 Qg 05 295 5 5 5
7 1929 L 12 12
g Ltz
g Lt
10 g
11 |&rand Total 227 So7 21 21 il
12 =AR2= =h2.1=
13
14
15
16
17
12
19
20
21
22
23
24
25
26
27
28
29
30
Copy to
Taxpayer
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AupiIT WoRKING PAPERS

EXHIBIT 26

[6A-1]

LABOR SALES DISALLOWED
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Aupit MAaNUAL

SALES TO U.S. GOVERNMENT (414C)

BOE-414-C FRONT REV. 19 (9-89)

[71  EXHIBIT 27

STATE BOARD OF EQUALIZATION

REPORT OF EXAMINATION OF RECORDS con 7 DEPARTMENT OF BUSINESS TAXES
SALES AND USE TAXES {* BLOCKS ARE FOR HEADQUARTERS USE)
MAME OF TAXPAYER ACCOUNT MUMBER DOC. NUM.
SR | Ac | 12-121212
BUSMESS ADDRESS FOR UNREGISTERED ACCTS, ’_| CHECK DATE OF REPORT RG YEAR RG CODE
IF LEGAL
MAME AMD TITLE OF REFRESENTATIVE PERIOD EXAMIMNED OMA
A FROM T ‘
15 TAXPAYER'S PERMIT CORRECT? BUS. CODE ACTIVE CO B1-406 FREFARED I8 CLASS ALDITOR HOURS
YES D SEE COMMENTS |:| 1|:| 2 Dves |:| )
CLASS OF BUSINESS DISTRICT REVIEWER DATE OF REVIEW CELL
* MOSNR. TRANS. ' PROCESSED BY SUPERVISOR
VERIFICATION
B RECORDS LOCATION { IF OTHER THANE A )
|_|D.E. [_I SE [_I ADEQUATE I_] INTERMAL CONTROLS |_| SEE COMMENTS
REPORTED MEASURE OF STATE TAX MARK UP TESTS ON OTHER ITEMS VERIFIED
THOUSANDS OF |_| GROSS |_| EXTAX AS REPORTED OR INAPPLICAELE
|:| TAXABLE |:| TAX INCLUDED
REPORTED SALES GONSISTENT WITH CAPITAL ASSET
C FROM TO RATE D SALES D EXFENSE CREDITS

INCOME

DELVERY FABRICATION

CASH
BOOKS TAX RETURNS |_| RECEIPTS % CHARGES LABOR

EXPENSES | SIZE OF BUSINESS k] TRADE-INS REFOSSESSIONG

Ij SALES TAX ACCRUAL ACCOUNT ] Ij TRANSIT TAX D SEE COMMENTS

|:| CAPITAL ASSET ADDITIONS I:I CONSUMAEBLE SUPFLIES I:I REMWTAL EQUIPMENT |:| PERSONAL USE
D INVENTCORY WITHDRAWALS CHARGES TO EXPENSES ADVERTISING I_I LOCAL IUSE TAX,

ARE REPORTED TEMS? ACTUAL rl ESTIMATED SEE COMMENTS
ITEMS CLAIMED NETTED TRACED INTO RECORDS SPOT OTHER VERIFICATION
FOR PERIODS TESTED
U.S. Government Purchase

Sales to U.S. Government ¥ Audit Period Orders
E

DATE FORM ET-523 PREFARED TO CLEAR DELINQUENCIES. EBT-502 FREFARED? YES ’_‘ NO

IF LOCAL TAX REALLOCATION IS INVOLVED, IS FORM BT-414.L ATTACHED Y
LIST ALL OTHER BUSINESS TAX FERMITS HELD BY TAXPAYER
F ONWHICH CONCURRENT AUDITS HAVE BEEN MADE.

VERIFY TAX PAYMENTS: {GIVE PERIODS AND AMOLINTS: SEE A M SECTION 0205 60)
IF TAX PAYMENT MADE UNDER DIFFERENT PERMIT. INDICATE NUMEBER.

COMMENTS REGARDING CIGARETTE TAX INDICIA IMSFECTION

REFUND CLAM NVOLVED
[] see comvens

USE REVERSE SIDE FOR ADDITIONAL COMMENTS
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Aupit WoRKING PAPERS

INTERSTATE AND FOREIGN COMMERCE SALES SUMMARY [8] EXHIBIT 28
INTERSTATE AMD FOREIGH COMMERCE SCHERULE g
SALES SUMMARY FERMT 12129212
AT DR Lo Coplon
DATE 091000
L& E C n E E g1 H |
18 =] [E-11 =144 [E-T1
INTERSTATE COMBMERCE SALES INTERSTATE
REFLEERIOD) EECORDED I Disal e ] ARITED ) Sl albiED I DIFFEREHCE Sol Es Dlsal ] CED
1 2002 200 405 205 200 405 405
2 400z 2620 1420 2200 350 1420 1,420
3 10-99 2810 =i 1978 2810 8555 235
4 TOTAL ez 50 40 e i 50
] : A=
]
7
]
] VERIFICATION CORBMENTS
1
i IyPES OF TEARSACT|OMNS
12 The taxpayer makes a relatively small number of salesto customers located out of state.
13 All goods shipped out of state are shipped via comman carmier.
14
15 SOUBRCE OF DATA
15 Sales journal, sales invoices, and hills of laiding for the audit period. 11 5. Customs
17 export declarations. Other related documentation,
13
13 WVERFICATION
| Interstate commerce saleswere examined on an actual basis far the audit period since
21 the total number of transactions was small in number. Claimed interstate sales were traced
2 to shipping documents. Disallowed interstate commerce saleswere scheduled on =84A=
prc
2 ElRDIEGS
e A Merchandise was shipped via common carier to & warehouse in San Diego as a
o collection point for other goods before being shipped oot of the country.
7
2
|
1l

(not snown).
Note:
The * referenced above refers to the upload schedule 12 and is to be broken out by
separate non-compliance codes.

Copy to
Taxpayer
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Aupit ManuAL

BAD DEBTS SUMMARY [10] EXHIBIT 29
BAD DEBTS SUMMARY SCHEDULE 10
FERMIT 12-124212
AU TOR O COMLDH
LATE Qa5 200l
L& E C 0 E E g | H | | |
IEf| 08 [E- 1 A1= [E-[1
EaD DEETS AMALYS)S OF DIFFERENCE
DlSa L OWED
REFLEEEIODIEECORDED] Dicall CuiED b IBITED Y ] oD | BIFFERFNCE Aab DERTS
1 oo
2 40
2 1om £.211 24968 2548 £.211 2462 2488
AL L P -3 & - - <1~ M- - S < 13 & N1 . ——
g = EE TN e
fi
7 NERIFICATION COMMENTS
g
Q TvPES OF TRAKNSACTIONS
10 Taxpayerwrites off bad debts on an actual hasis. Amountswiitten off are claimed on the
1 federal income tax returns.
12
12 SOURCE GF DaTa
14 Accounts receivahle ledoer, salesinvoices, and salesta return warksheets.
15
16 VEBRIFICATION ARG FIBOIMGS
17 Accounts receivable of §8 406 from ABC Carp., bankrupt, were wwitten off to the allowance
18 for bhad debts accourt on 1-1-949. The claimed amount was traced to the salestax return
19 wirksheet and to the original sales invoices. Exempt labor sales, eto., were erroneously incloded
| in the amaount claimed. ABC Carp. was located in Mewpaort Beach and merchandise was shipped
21 to ABC's location. When claiming the had debt deduction the taxpayer adjiusted transit tax measure
v an line A5 of the return; ABC's saleswere subject to the O CTA transit tax.
e
24
25
o Instructional Note:
o7 Amounts shown in column “C” were transcribed from the detailed supporting
2 schedule 10A (not shown). Describe disallowed bad debts on BT-414-A as “Excess
a0 of Bad Debts Deduction Over Taxable Sales - Quarter Ended 3-31-99”.
a0 Note:
The * referenced above refers to the upload schedule 12 and is to be broken out by
separate non-compliance codes.

January 2000
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Aupit WoRKING PAPERS

SALES TO AIRCRAFT COMMON CARRIERS [18] EXHIBIT 30
SALES TO AIRCRAFT COMMON CARRIERS SCHEDRULE G
SUMRMARY IPEREAIT 12124242
AR TOR LC Coplop
TRZN N =SV =Tk T4 5]
| & E C [ E G | ] |
A=) B [B-C1 = [E-O S JBA
SALESTO COMRON CARRIERS AALYSIS OF DIFFEREHCE
OFFICE AN HOT
RECORDELD EQLIP. COmACH
R EF LEEELOD il LISl LOER Y SUDITER 1 Gl alhdED JDIFFERERNEE SUHPRIIES LAaRRIER
1 30-95 1400 348 GG 1,400 =i ch 540
2 4093 1,850 1,250 S00 1,850 1,280 1,020
3 102-99 1257 a2 a7 125 200 i A50
4 TATAL Sa0 o484 ARk e o924 1427 oo
f =i 14-A 1= o = BESRETR
g nn P
7
=
a
10 NERIFICATION COMMENTS
11
12 TWEESOF TRANSACTIONS
12 Tazpayer makes sales of electrical component for aircraft and general operational wse.
19 Allzales were made in Los Angeles.
15
il SOURCE QF DoaTm
7 Sales journal, exemplion certificates, ales invoices, and purchase orders.
13
13 EIMCIHGS
a0 Claimed s ales to aircraft common carriers were examined on an actual bazis for the audit
21 period becawse the total number of frare acions were minimal. Exemption certificates were
= renien ed to werify the olaimed deductiors.  Auditor noted seweral claimed exemptions that weare
23 notsuppaorted by an exemplion certificate. Further rewiew of the records and dis cussion with the
24 ta<payer disclosed thatthes e sales were to firme thatwere not aircraft commaon carriers <G8
2 In addition, the examination disclezed zales to aircraft common carriers thatwere notuzed or
] consumed directhy and exleieby inthe carriage of persons or property <1645,
r
2= *  Recorded 3z a mema listing in the =ales journal.
.z
o

Instructional Note:

Amounts shown in column “C” were transcribed from the detailed supporting
schedule 16A (not shown).

Note:
The ** referenced above refers to the upload schedule 12 and is to be broken out by
separate non-compliance codes.

Copy to
Taxpayer
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AupiT MANUAL

BART TAXABLE MEASURE SUMMARY [A8.1] EXHIBIT 31
BART TAXABLE MEASLRE SUMMARY SCHEDULE AR
PERMIT 12121212
AUDITOR LG Coplon
LATE  (BASNed)
A B C I E E el H | K
<BOE-414= 4iEs Al A 47 SRR A AT [ELHI j=BOE-401= (]
INREFORTED WITHORAWALS | PURCHASES MATERIALS
SALESTO |UNRECORDED| FROMEX TAR | SUBJECT TO|DISALLCANED |CLAMED AS
REFIPERIDIRFPORTER] FMPIOVEES Lol F yENTORY | l1eETay | RECH ES 1 amnR sl TeEn e Erne TER L RIEFERENT B
1 3048 7.968 7 130 i 17 & 830 fiial 435
2 40 4.22 id] fra 40 158 g 4@ 420 f2a
310 208 At A oA 125 141 2o 1 R
] 2 4d-A1=
fi
7
]
g MERIFICATION CObMENT S
10
11 TPE OF TRANSACTIONS
12 The taxparer has fo buginess locations: Los Angeles and San Francizeo, Sales are made
13 in both ranzit districts and outside ofthe ditick. The taspayeris not engaged in business in
“ any other frarsit districts,
15
18 AERFICATION AND FIND N GE
iF The auditor noted anyfransactions subjectto trarsitta: in the state ta: workpapers. For
1 detail of verification performed, see the referenced state fax schedules,
1
a Dizallowed rezales subject to BART ta were caloulated bazed on the ratio of dizallowed
A rezales subjectto trarsitta: to total res ales tested. There were no unusual BAR T trans actions
z nioted inthe resale examination. The periods tested were reprezentative of the audit period
e with regard to the fype, number and size of trarsit district T ans actions tested,
M
i
X
o (1) Recorded a5 3 mema liing inthe sales joumnal
X
A
Kl

January 2000
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Aupit WoRKING PAPERS

DISALLOWED RESALES SUBJECT TO BART TAX

A

o~ @t W ko=am
T

CIsALLOMAEDR RESALES SUBJECT TO BART TAx

[A8.1A]

EXHIBIT 32

o E C 0 E ] ] H |
= f Ty o [E 22
FERCENTAZE DlsAalL L0 ED
RECORDELD oF SALES FOR
EEEIOD EESeIES | Dlse | weHGE EESal E
20-a9s 2372 1.0 % 117
G0-98 11,259 159
[ =t N [ a1 rl N EE
TOTAL as oo 17
=481
Copy to
Taxpayer
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Aupit ManuAL

PERCENTAGE OF DISALLOWANCE OF
RESALES SUBJECT TO BART TAX [A8.1A-1] EXHIBIT 33

FERCENTAZE OF DISALLOWAMNCE OF
RESALES SUBJECT TO BART TAx

LA E C o E 1 E | g | H |
= == [T E]
TOTAL BART

RESALES |DISALLOWED |PERCENTAGE OF
REF LEERIOD | TESTED EEE TEST 1 Disel | miiasH CE

TOTAL AN, == AN Lo

=R 1A

o 0 - M th W R

= -3 i i i b
D oth oW kY = O

NEEE

BERHNERERR

Copy to
Taxpayer
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AupiIT WoRKING PAPERS

LACT TAXABLE MEASURE SUMMARY

EXHIBIT 34

[A8.2]

1nfoAvo

[Ewnof s8)E 5 ayy ) Bugs) owaw e F papiossy ()]

S} SU0IE SUELL JINIA R YSUE I} 40 SR QWU pUE

AU} I PRROU SUDIIE SUEL} 1%L Tk [ENSNUN 0U 2R a3y | PE) SR} SE = EJ0) 0) B} PRI 0F Jagns

I |ESa) PAMD|EAR 40 01E) B} U0 PRSE] PRJE|NG|ED BIEM ¥EY 1%L 0% 0 10EINE SE S pa || EA]
CWINPEYDE B FEYS, PROUR IR A BaE palopad
UOJIEDIN I 10 [IEJRp 104 "HE) JON3A P 0310300 S A1ojaE SUE § AUEW paJoU J0YRRE Ayl RpRE &0 Guling
SR R nOT e e ae
2| S U0 SLURLIGS 0 13A Y
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I E R A B ER
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T o 7oA o RN 1]
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Aupit ManuAL

DISALLOWED RESALES SUBJECT TO LACT TAX

CrSALLOWEDR RESALES SUBJECT TO LAC T TAx

[A8.2A]  EXHIBIT 35

FERRIT 12421212'

L& E C o | E | G 1 5 |
={a= SHEEA- 1= (B C
FERCEWNTAZE | ClSALLOWED
REC OR C'EL aF SALESFOR
REFLEERIOD ) EFss Es I Disa) | DWrskCE EESAIE
1 2085 8372 1T 143
2 -9 11,259 l 20
2 g1 0= N [ N1 = N i
= TOTAL el Ls by
5 =R 2
a]
T
=
g
10
11
12
13
14
15
16
17
12
19
0
21
=2
=3
24
25
pin]
purd
22
2
=0
Copy to
Taxpayer

January 2000



Aupit WoRKING PAPERS

PERCENTAGE OF DISALLOWANCE OF

RESALES SUBJECT TO LACT TAX
PERCENTAGE OF ISALLOWIANCE OF

REF

gl = T« R R« (. T OO SV

LENT T S T R o I el et
L o L = I v x D Y O e Y o

[A8.2A-1]  EXHIBIT 36

RESALES SUBJECT TO LACT TAX EEMIT 12-121212
UDITOR . Copla
ATE 0o
L E C O | E S T
) == [C 0Bl
ToTal | LacTiatc | PERCEMTAGE
RESALES | DISALLOWED OF
pERION | TESTED PEE TEST IDisal | s mcE

TOTAL ANNF; i W= ] Lilk

RS AR

Copy to
Taxpayer
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Aupit ManuAL

INDEX TO AUDIT WORKING PAPERS

IMNDEX TOAUDIT WOREING FAFERS

EXHIBIT 37

S ofCalikrnia

Eroard ofE qualization

Audtar 1. C. Conkn Date 1000111 999
P2 rrnithes ABC Cormnpany Accourt Mumber; SRoAC 12121212
(k1]
SCHEDLLE WORKSHEET TITLE OF SCHEDLLE POGES IFCepy
hILIMEEF: hUME FROM TaT.P.
414 414 AUDITOR'S WORKSHEET 1 Y ES
12 12 TH{HBELE MEASURE UNDERSTATED 1 7
124 124 RECORDED SHLES 1
12E 12E AR E-UP ANALYS S - TREABLE SALES 1
120 120 TOTAL SALES R ECONC ILIAT 2N -FITR 1
120 120 UWRECCRDED SALES 1
12E 12E SALES TOEMPLOYEES 1
12F 12F  UMWREPORTED SALES OF CAPITAL ASSETS 1
T TRANETERS FRCW ER TR TNWEMTCRT
125 125 FOR O USE 1 2
T ADDITIONEL CoON=TMAELE = HEFLIES
12H 12H SUBJECTTOUSE ThX 1
QUESTIOMED EX-TAX PURCHASES OF
12H-1 12H-1 CONSUMAELE SUPFPLIES 1
121 121 SALES FOR RESALE RECCHCILIATICN i Z
CISALLOWED CLAIME D SALES FOR
121 121 R EZALE 1
12]-1 1211 REZALES 1 3
QUESTHIMED CLAIMED REZALE SALES -
12113 121-1a STATISTICAL 5 AP LE 1
121-1a-1 120-1a-1 WITHCUT TAH (8% LETTER) 1
STATISTICAL S AMPLE EVALUATICH -
12)-2 12)-2 R EZALE 1
12K 12K DISALLCW ED CLAIMED LABCR SALES 1
12K 12K QUESTIOMED CLAIMED LABOR SALES 1
TUEALTCWED & LAIMED CRECE SALES BT
12E-2 12K-2 TRANSIT TAXES 1
DISALLCWED CLAIMED INTERSTATE
12L 12L COMME RCE 1
121 12 DISALLCW ED CLAIMED BAD DEETS 1
DS ALLOWE D CLAIME D Lo AL TAX Ol
14 16 SALES TOAIR COmMMan CARRIERS 1
Agl LEA BART 1
DISALLOWED RESALES SUBJECT TO
ABTA ASTA BART TAK 1
= FERCEMTAGEOF DISALLOWANLE GF
ABTAA ASTAA RESALES SUBJECT T BART TAK 1
G2 AB2  THXABLE MEASURE UMDERSTATELD -LACT 1
LHSALLLWEL RESALES S UETECT 10 LA
ABIA AG2A ThYE 1
FERCENT AGE OF DISALLCWANC E OF
AG2A- AG2A- RESALES SUBJECT Tio LACT TAK 1
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Aupit WoRKING PAPERS

EXHIBIT 38

[12]

TAXABLE MEASURE ANALYSIS

PaGce 1 oF 7

Jakedxe |
01 Ado)
2
2 LWRLE = g
T =z T =i i e oras) T e i o o o = A R G
t
o b =] ok LGS 248 LAl =] s o 148 [FANE ] 055 GE-0k £
EF | Bt ey 9 B L5z o0’ 09k 056 ol e B6-T z
St oeG [u]s o =T ez SE 3 i 5=l ol A 8605 I
EEEN FERET Te=pal EERETERT ERTTEF] TwLa N JAGLNIAN | 513357030440 | S39401dNE 537w |ION3@3dd0] Zanswan | Sansvan =aye =y FEHY
Qw3 03D | JLvisleain | 03w e E g wod 531ws | ouloarans | rwl-vawcodd |31vso3lwoddewn | oL s3aiws anamwivl | awwier | 3wweel | 3iawew
oawentrsa | oawws | ozwotiven | ozwvetiwso | oawes | s3seMDund | s1ewraaw i Oalucddunn | oaowcogunn | oL gauany | O3luodaw
aFOTIVEI TP E
T 2T THT TZT TeT T T EFAY T T iy T TTETT 3y
LQ 1 a0 [Aul=1] 2] jaiicdl L0 ZOE0 Z0alk L0 |0 OO 3 N 3007 IN
Zl 48 al L =] G r £ z L ANILE JO0I W3 L
I T ™ T M T T T I 3 =) = [ o o T I G ]
=0 L - N | THIIS =R SUN
oo UL ] L 2np=Eyas AMILE
M M e P 1 3 ITREE] el B el A (] R = J3LFLS HIaNN
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AupiT MANUAL

ExHiBIT 38
PAGE 2 OF 7

TaxaBLE MEASURE ANALYSIS

Jakedxe |
01 Ado)

i
2l q
TG e o 7 e T = TE T 7] g oL e mrE o Itn o ] e 1E3) g
t
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ExHiBiT 38
PAGE 3 OF 7

TaxaBLE MeASURE ANALYSIS
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AupiT MANUAL

TaxaBLE MEASURE ANALYSIS ExHiBiT 38
PAGe 4 oF 7
TA<ABLE MEASURE ANALYSIS SCHEDRULE 12 0agedofy
IFERMIT i
AULITOR L Conlon
DATE (=T k=T =]
s g 1 c 1 p 1 e 1 ¢ 1 G [ H
R EF
1
2 NERIFICATION COMMENTS
3
4 THPES QF TRAMSACTIONS
5 Thetaxpayer i a retailer of electrical supplies with two locations: San Francico and Loz Angeles
G Mozt =sales areta<able zales to construction contractors. Other zales consist of resales to hardware
T retailers, interstate commerce s ales to out-of-state retailers, zales tothe LS. G overmment, and a =mall
2 number of sales to employees.
g
10 Sales arerecorded and reported onthe accrual basis. Sales tax= reimbursement = added to the
11 =selling price of materiak sold. InJanuary 1299, the taxpayer changed ower from a manualta an
12 automated accounting system.
12
14 SOURCE QF [vATA
15 General ledger, generaljournal, supporting journals, ales ta« returns, paid bilk, sales invoices,
16 and customer P.O's for the audit period. Resale cards, shipping documents, and other related
17 documentation akbowere available.
12
19 AMEBIFICATION AME FINEINGS
A This examinationwas done on a taxable measuie bask. Sales are initially recorded by the
21 taxpayer atthe time of = ale on numerically sequenced irioices. The imfoices were hand postad to a
22 manualty prepared sales journal through Cecember 12283, Beginning January 1299 the faxpayer posted
23 sales invoices to 3 computer generated sales journal. Boththe hand and computer gener ated = ales
24 journak segragated sales by the type of sale; taxable, resale, repair=sales, .5 Sovermnment, and
25 interstate commerce. Separate sales journals are preparad for each location and are combined when
X postedto the generalledger.
e
2
|
1]

Copy to
Taxpayer
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AupiIT WoRKING PAPERS

TaxaBLE MEASURE ANALYSIS ExHiBiT 38
PAGe 5 oF 7
TAXABLE MEASURE ANALYSIS SCHEDRULE 18 page s of 7
IPERMIT 12121242
AUDTOR LG Coplon
DATE QON2DCD
L s 1 g 1 ¢ 1 o I e 1 ¢ 1 G [ 5
R EF
1
2 NERIFICATIONCOMPENTS corfipged
3
4
]
G FRecorded=sales were ranscribed from the sales journalon <1245 Sales inwoices were traced
¥ into the sales journal for o complete recording eycles; Juby 1292 and January 1999, One unrecorded
2  =alewas noted during the changeover to the automated accounting system. See <120+ for detail of
8  differences and additional comments. Mo recurring errors were indicated; o no further examination
10 was done.
ik
12 Sales journal totaks were traced to the general ledger for the audit period. Mo errars were noted.
13
14 Recorded amount agreed with the reported/claimed amounts except for one trarspos ion error in
15 claimed resales onthe 90-98 return. See <120 for detail of differances and additional comments.
16
17 Acreconciliation of £ ales tax acerued and reported disclesed no diferances.
15
19 Total zales were reconciled with the federal income ta: returns filed during the audit period on <42C=.
20 Mo material differences were disclosed and no unreparted = ales were indicated.
2
22 A mak-up analysis on taxable zaleswa done on <128=. Mo unreported ta<able = ales were
22 indicated.
24
25 Thetaxpayer failed to report sales of resale inventory to employees, These sales were transcribed
X fromthe cash receipE journal for the audit period. See <12E: for detail of differences and addition al
2 commenk.
2
22 The auditor examined the fixed azset accounts for the audit pariod. One unreported zala of a fodlift was
A diclesed. See <12F: for detail of differences and addiion al comments.

Copy to
Taxpayer
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AupiT MANUAL

TaxaBLE MEASURE ANALYSIS ExHiBiT 38
PAGE 6 oF 7
TAXRELE MEASURE ANALYSIS SCHERULE 12 pagetiof f
IPERIT 12124212
AURITOR LG Caoplon
LATE oMM oo0 |
L s 1 g 1 c I o 1 e 1 ¢ 1 G [ v |
F EF
1
z SERIFICATION COMMENTS . contined
3
4 LSRR
] The guditor examined paid bilk for the audit period and scheduled all e ta: supply purchases.
i See <1ZH= for detail of differences and additional comments.
T
a2 The taxpayer self-coreumed some of the extaximentory, Sef consumed amounts were transcribed
g from the generalledger for the audit pericd. See <126 > for detail of diferences and additional comment .
10
11 Mo e tas fixed aszet purchazes occurred during the audit period.
12
12 BESALES
14 The auditor used astatistical zample onsales for res ale. Resales were traced to resale cards on
15 file and questioned items were scheduled, See <42J> for detail of differences and additional comments.
16 Questioned items were further investigated by tracing them to purchase arders or by sending out <2
17 letters . A percentage of disallowuance for res ales was calculated and applied to total recorded res ales.
18 Mo additional errors in recorded resales were indicate d.
18
20 LABOE
21 Labiar =ales were relativeby fen in number, o the auditor e<amined them on an actual basis.
22 Digallomed labor zales corsisted of fabrication labor claimed as repair and total repair imroices
23 inzluding materials and ta:x reimburzemert, claimed as repair labor. See <12K> for detail of differances
249 and additional comments. Mo other errars in claimed labor s ales were indicated.
25
2f INTEESTATE COMMERCE
27 Interstate commerce sales were few in number and vere examined on an actual bazis. Three
28 fareign commerce zales made to the zame customer were disallowed since they were dalvered
29 in California. See <120 for detail of diferences and additional comments.
20
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Aupit WoRKING PAPERS

TaxaBLE MEASURE ANALYSIS ExHiBiT 38
PAGE 7 oF 7
TAYXABLE MEASURE AMALYEIS SCHEDRULE 12 paga T off
IPEREAT 12121212
AUDITOR LG Coplop
DATE Q02 HQE0]
L& b e 1 c b o 1 e 1 T
REF
1
2 MERIFICATIONCQMMENTS contingad
3
4 DaD DERTS
]
G Thetaxpayer claimed ane bad debt during the auditperiod. The auditor traced the amount claimed
¥ tothe accounts receivable subsidiary journal and to the actual invoices written off. See <12M= for detail
2 ofdifferences and additional comments.
a
10 S GOVERMBENT
11

12 The auditor examined sales tothe U, 5. Government on an actual basis for the audit period. Mo

13 errorswere declosed.
14
14
16
17
18
14
20
21
22
23
24
25
26
27
28
29
30
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Aupit ManuAL

RECORDED SALES [12A] EXHIBIT 39
RECORDED SALES SCHEDULE 124]
FERNIT 12-121212
AUDITOR L Conlp
DATE n_g_ﬂm_agl
£ E L o 1 o 1 E | E G H
e s GENERAL LEDGER: cooooecmmecememcmeme e | [T +[+E+E]
TAXABLE <E U5,
R EF FERIOD Tox EESal F ST IWTERSTATE LB OR TOTal

1 JuL 12,007 343 0 140 FO5

2 AlG 18,003 2078 130 f20 T

3 SEF OIS 31E3 ] 40 75

4 30-98 FiEE BT 250 000 1595 g5 55

5

& ocT 19273 248 =4 00 710

7 N O 16,236 2,874 576 1,140 M

g DEC 5334 59@ 435 1 50 214

g 40-98 43947 11385 1400 3 E20 1432 £ 354

10

11 JAN Q209 2457 675 1,565 42

1z FEB 11765 388 i 20 17

13 M&R {3376 4072 545 25 g

14 12-90 34350 10097 1420 2210 1277 4054

L ) (R - ST v S . R & 1 <+ A 0. 1X 111

Instructional Note:

In general, figures and other data from taxpayer’s records should not be
transcribed to the audit working papers without good reason. However,
for illustration purposes, a summary schedule of recorded sales has been
prepared for this sample audit.

EE ENERERNRBEYEHSE: 38
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AupiIT WoRKING PAPERS

MARKUP ANALYSIS

[12B]

EXHIBIT 40

MARK UP ANALYSIS - TAXABLE SALES SCHEDULE 129,|
[FERNIT 12121212
AUDITOR JC Conln
LATE
s 1 g 1 c ] O L e 1 E | e |
o7 011998
TO
R EF [NcTchabe.ale)
1
2 2128 TAXABLE SALES <EX-Tax: 126,218
2
El [*] COSTOF SalES 14202
5
& LESS: COST OF SALES @ 0% MARK-UF
7 124> RESALES 20,528
g 2128 USG0WT 3,770
a =124= INTERSTATE 7230
10 40,528 900090 TG
11
12 [Line 4-10] COST OF TAXABLE SALES 75 24
13
14 [Line 212] 3ROSS PROFIT ——LLl
15 [Line 14M32] MAR K UP ———Li
16
17 [* ] BEGIMNHING INVENTORY 1]
TOTAL PURCHASES:
300 H 727
i B 42 <0
1099 24008 118265
LESS:
ENDING INVENTORY Bk
COST OF SALES Ll
=Line 4=

HRESHYS BEEUE MERR Y EE S

LOMENTS

Dz cussion with zales manager indicated that sales for resale, sales to U5, Gow't,
and Interstate s ales weere made at considerably less mark- up than taxable sales.
He estimated thatthe awverage mark-up on these sales was 10%. A test of 3 few
irraices substantiated the estimate. Cost of these zales has been eliminated at
the 10% manti-up sothat a3 computation could be made of the mak- up on taxable
sales & abowe.
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AupiT MANUAL

TOTAL SALES RECONCILIATION [12C] EXHIBIT 41
TOTAL SALES SCHERULE 12C
RECOHNCILIATION -FITR [FERRIT =1 T el e

AUDITOR Jo Coplon

LATE LR 200
| 2 | E | C | 0 E |

a7
to 1932 1993
120007

GROSS RECEIPTS 120,060 240,350 202 262
BEGINMIM G IMVENTORY 4,300 20,100
FURCHASES 82,008 580855 610,035
COST OF LABOR
OTHER COSTS
ENDING INVENTOR™Y 4,300 20,100 31,605
COST OF 3000S S0LD [ L2+ L2+ LM LE-LE 25 FOs 555 15 EOR 5
GROSS PROFIT (L-L7 & ,262 286,164 273,838
OTHER INCOME 1 FO0
TOTAL INCOME [ L+l 42 oAz 258 454 TR AR
DEDUCTIONS:
COMPEMSATION TO OFFICERS 12,000 0,000 2,000
SALARIES AND W AGES 15,000 75000 72,780
REPAIRS AND MAINTEMANCE 1 500 1,678
BAD DEBTS 26000 26,260
RENTS
TAXES AMD LICEN SES
INTEREST 1,000 1,060
CHARITABLE CONTRIBUTIONS 200 218
D EPRECIATION 7800 30,000 21,500
DEFLETION 15 505 16,280
ADVER TISING 2460 3623
PEMNSION, PROFIT- SHARING, EXT. 1,000 1,060
EMPLOYEE BEMEFIT PROGRAMS 1,000 1,060
OTHER DEDUCTIONS 512 20 2140
TOTALDEDUC TIONS (L12:L280 28012 215 803 prlacy

[ ]
i ]

23

29

=0
31

HET IMCOME

ROSS RECEIFTS FER FITR
SALES TR INCLUDED IM
FITR zRO5S RECEIPTS
Ex-TAx GROSS RECEIFTS
REFORTED TOBOE
OIFFERENCE

January 2000

[ L0267 Ll =izl Jr o3

(L1

[ )

120,050

120,040

240,350

L M|

B32,363

e=)encisrd

[ L28-120 130 1 1 ]
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Aupit WoRKING PAPERS

UNRECORDED SALES [12D] EXHIBIT 42
UHRECORDELD SALES SCHEDRULE 120
IPEEMIT 12-121212
SULT CIF L0 Conlop
pATE oo ool
A e | c 1 o | e |1 F | G [ 5 |
INWOIC E
R EF Wy OIGE D TE 3R BAAFER CUSTOFR DESCEIETION ShdCIET
1
2 04074299 24T Peter G abriel Repairs and additiore to interoffice
3 1007 Sledaeh ammer B communication system
4 San Francisco oo
5
] LOMBENTS
T InJanuary 1999 the taxpayer converted from manual to machine posting.
=] Obwious posting and recording errors weere made during the changeower.
g Journal entries were prepared to adjustfor the errors; howevrer, an inroice
10 which had not been recorded was owerlocked. Inwisgw of the nature of the
ik arraf and the quality of internal control present, the arrar was considered
12 to be nore recurring.
13
14
15
16
17
1= IOIGE B b O
19
a0 hMATERLAL 900 =43 1=, =12
21 LABOR 00
s SUBTOTAL (L20HL21) Q00
23 TAX ON WATER WAL 24
24 TOTAL(LZ2+L2) ——————
25
o5
a7
23
29
20

Copy to
Taxpayer
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AupiT MANUAL

SALES TO EMPLOYEES [12E] EXHIBIT 43
SALES TO EMPLOYEES SCHERULE 12E
[P EREMIT S e e
AUCITOR L0 Coplon
NS =Th A=)
L a1 E | C | o E E | G [ o |
[Z+01
Las SAN
R EF EEEIOL A RFFERFHGE ahGE FS EEENCISEO 8 TOTE]
1 JUL CR-G an i 116
2 Al CR-12 e a0 a5
3 SEF CR-19 20 3 114
4 2008 292 I 225
5
G acT CR-25 a0 sl 5
7 H o CR-24 20 28 45
2 DEC CR-=22 25 12 2
g 40298 a5 2] i (1]
0
11 JAM CR-42 G5 15 o
12 FEB CR- EA 1| 101
13 hAR CR-51 21 12 44
14 102-849 &7 o 215
16 =AR2E =48 .1= 2=
17
12
14
a0
21 —LOMMERTS
= The company has a policy of zelling goods to employees ot of res ale
23 inventany, Resale cards were Esued for merchandise sold to employess,
24 but, no misuse of resale ceificate was indicated zince the goods wears
25 intended to be res old vwhen purchased. Allemploy es zales are made for cash
x| and are segregated between the two locations in the cash receipts journal.
27
28
2
1|

Copy to
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Aupit WoRKING PAPERS

UNREPORTED SALES OF CAPITAL ASSETS [12F] EXHIBIT 44
UNREPORTED SALES OF CAPITALASSETS SCHERLLE 12F
IPERMIT 12-18e
AU TOR LG Coplo
paTl Dﬂﬂ.ﬁﬂﬁ&l
A | E [ ¢ 1 o [ g 1 E G T
JOURMAL
EM TR
R EF DaTE EEFFEFHCE [r LI
1 g RLERE S J 116G Account receivable - Jack Reynolds 1,800
2 Reserve for Depreciation 1,565
3 FAutomotive equipment 2,554
4 3ain on saie of capitai azet e
5
G "To record sale of fodlift to
T Jack Reynolds
2
g Taxable amount N
0 =12=
11
iz LihARAE TS
13 The abowe salewas made by the taxpayers San Francisco location.
14 The forlitt was used inthe taxpayer's warehouse and deliverad to the
15 customer in hojave wia common carrier.
G
17
12
19
20
21
s
23
24
25
&5
27
22
29
20

Copy to
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Aupit ManuAL

TRANSFERS FROM EX-TAX INVENTORY FOR OWN USE [12G] EXHIBIT 45
TRANSFERS FROM Ex-TAX INWVENTOR Y SCHERULE 125
FOR OWWH USE PERMIT 12121212
AU DT OR L Coplo
paTl 'fﬂﬂﬁﬂﬁ.gl
| A | B | C [ o 1| e 1 E | e H
[F+G1
LOS SAN

F EF OaTE EEEFRENLE OESCRIPTION AGEILES VERAKCISCOAl TOTaAl |

1 Ik Fylsies J7-19 MISC. ELECTRICAL SUFPFLIES o bt 102

2 (Il=bch Pylsies JEAr S e 40 52 o2

3 e nhylsles Je23 S e 21 A0 g1

4 Cine s 134 120 261
g

a] Te=11952 J 117 SAME 16 a8 54

T 14520,M95E J 1420 SAniE 14 14 s

=] 12021 M95E J1z2a e e S0 1% i 5]

g G ne s 21 170 261
10

1 01£31/4929 J 114 SAhiE 3z =2

12 0zrZ2/MM999 J 218 SAhiE g2 29 a1

13 030311928 JEF25 SAniE 14 o ]

14 yires] [wf] o5 151

16 = R E 1= =12=
17
18
19
gl
21
g
3
24
25
fin]
ZF
gt
pe.t|
i
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Aupit WoRKING PAPERS

QUARTERLY ANALYSIS OF CONSUMABLE SUPPLIES [12H] EXHIBIT 46
PaGE 1 oF 2
ADDITIONAL CONSUMABLE SUPFLUES SCHERULE 12H PAGE] OF 2
SUBJECT TO USE TAX - AUDIT PERIOL IFERIT SE AL 12121212
AUDITOR Lo CORLOH
LATE Q1000
La 1 g | C | O | E
=1aH-1= =1gH- 1= 21gH- 1=
QUESTIOMED SUFPFLY ADDMIOMAL TAXABLE ADDITIONAL TRAMSIT TAX
ElLECHASES SlIEE Y PR CHSSES MESSIEE
Lata
Crears DA TELSm of AMOUINT OUESTIONEDR  Sym of SROUNT TAELE Sum of DISTEICT WESSIIEE
19892 o1
otre
Lz 283 &G 275G
o 271 249 el =]
1999 o1 gra 2ra a7
otre
oz
i
1Grand Tofal 1.5 1508 1A
f2x
Copy to
Taxpayer
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Aupit ManuAL

QuARTERLY ANALYSIS OF CONSUMABLE SUPPLIES ExHiBIT 46
PaGe 2 oF 2
ADDITIONAL COHSUMAELE SUPPLUES SCHERULE 12H PAaGEZ OF 2
SUBJECT TO USE TAXFOR AUDIT IPERMIT SEAC 12121212
PERIOD B TREANSIT TAX AUDITOR J O CONLCM
pATE InE=Tin =t ]
L2 1&l C 0 | E | F | G [ 0 |
212H- 1
R EF LACT LaTL EaET SEFE SET
1 [ata
2 P ars D TRSHmof TACT Sumof 1 aTC SumnfAART Sumoof SFPE Sum of SETE
3 1232 Lt
4 Qi
L] ot 190 190 25 25 245
G i lne] o 20 20 20
7 1239 it TH 749 129 129 1249
a trz2
a it
10 it
11 |Grand Total 104 1045 454 354 54
12 SRR AR A=
13
14
15
16
17
18
19
20
21
22
23
24
25
256
27
28
249
20
Note:

January 2000

Only LACT & BART are scheduled for illustration purposes.
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Aupit WoRKING PAPERS

EX-TAX PURCHASES OF CONSUMABLE SUPPLIES

EXHIBIT 47

[12H-1]
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Aupit ManuAL

SALES FOR RESALE RECONCILIATION [121] EXHIBIT 48
SALES FOR RESALE RECOMCILATION SCHERULE 121
IPEEMIT 12-121212
AUDITOR G CONLOH
DAaTE = ]
| A | E C O el E G [ 5 |
AMaLyYSIS OF DIFFEREMCE
ERRORS IN
RECORLC ED CLAMED FREPARING
FERIQD RESALES EESALES IDIFFERENCE EETURNS
R EF 128 Adds (- Rl
1 e s 8,372 2372 o o
2 493 11,359 11,325 = e
3 1029 A0 e A0 oer [ —_
4 TOTAL Looae Zoo5d X ]x]
5 =1Z=
G
7
2
9
10
11
12
13
14
15
16
17
12
19
20
21
o2
23
24
25
o5
Zr
k]
2
20
Copy to
Taxpayer
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Aupit WoRKING PAPERS

DISALLOWED SALES FOR RESALE [12J] EXHIBIT 49
Pace 1 oF 2
DISALLOWYED CLAIMED SALES FOR RESALE SCHEDULE 12 page 1 of 2]
PERMIT 12121212
AUDRITOR JLC Conlon
DATE  (oA4oad]
a | p | C 0 E | F g | L] J
2 2hs 212)-1= (B [E- [ 24145 [E- ] 4 HALYELS OF DIFFERENCES
PERCENTAGE ERRORS IN
RECORDED oF DISALLOWED| AUDITED | CLAMED DISALLOWE| PREPARING
PERIOL | RESalEs Ipissii ok el REsAEs | BEssEs | REseES | DIFEFRENCE DEESAIES]  RETIRNS
30-58 8,372 a5 4e0 7aaz 8372 0 0 ]
40.0 11,350 BEE 10 0 14,305 01 i 6
1200 oo il A5 10097 09 A0 4 nl
TOTAL zo.s 17 =127 20 oE 1727 { 75 =5
Ly s
SobEuTS

oo 4 M th L R = om

- A - -3 o
o 0 =~ M th [ R = O

MORE OB MM E BB

Aztatzample was made of sales for resale. The sampleszewas caloulated bazed onthe

rezulf ofthe block zample used inthe prior audit <12)-2a= (notshown). The sample was elected uzing

the Boards P.C. random sample program.

Sample invoices, amourts and questioned trars actions are scheduled on <12)-13>.

Resales were traced to resale cards maintained by the taxpayer. The ta«payerwas able

to establish that most of the questioned trans actions were valid s ales for res ale. A percentage

of disallowance (5.85%) was caloulated on 12015

Apaortion ofthe disallowed res ales were the result of atrareposition eror by the ta<payer

wihen preparing the Q-85 return,

Copy to
Taxpayer
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Aupit ManuAL

DisaLLOWED SALES FOR RESALE ExHiBIT 49
PaGe 2 oF 2
DlSal L0 EDR SALES FOR RESALES - ISCHEDULE  12) page 2 of 2
BY DISTRICT IFEEIT ki e b
AUDTOR JC Coplap)
LATE 0= F 2 =]
L2 1 g1 C O | E | F | G | H |
HOTRANSIT
R EF LAarT LAaTE EAET SETH SEFE Ty
1 [ata
2 vears  MDOTENSnm af 1 SET  Somef I TR Somoof BSET  Snmaf SFRF - Somoof SF T8 Som o f RO E
3 1203 2tr
B Qir2
5 23 = ] &0 &0 &0 a
G il .| x| 24 24 o a7
7 1299 2r1 4 4 12
2 2tr2
o] 23
10 il
11 i51and Total 106 105 21 2 2] 161
1z =R 2= A5 A=
13
14
15
16
17
18
19
20
21
7z
3
24
25
26
27
b=
x|
20
Note:

January 2000

Only LACT & BART are scheduled for illustration purposes.

Copy to
Taxpayer



Aupit WoRKING PAPERS

PERCENTAGE OF DISALLOWANCE [12J-1] EXHIBIT 50
PERCENTAGE OF D ISALLOMY AN CE - SCHEDLLE 12- 4
SALES FOR RESALE [PERMIT 12121212
AR TOR A Caplop
DATE ooy 40l
& E C 0 | F | G | H ]
12 L1=na0e A= 17 .15 I =h
PERCENTAGE
RESALES DISALLOWED aF
FERIOD IESTED RESALES | plsalloiiapCE

o

o oW o @ ch o R =M
i

— i o o o
h ko oMo= O

mE BN EREEERNBESE S I8

=AEA =
SARZA- 1=

=12.0=

Copy to
Taxpayer
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AupiT MANUAL

SALES FOR RESALE TEST — STAT SAMPLE

EXHIBIT 51

[12J-1A]

Pace 1 oF 3

Jakedxe |

01 Ado)
I LD 3 o ) A I e = (8 PIE 5 g xR FiCRREEE T RIS E3NTETE 91 5] sl P
fipmpu) 3=, el
T FAETI FET S 52 g IROHT I BT E TR N =T TOREE s oa  UES| e A, et TN o] s e O
2 Q00 TION
C )
s AE AT SHERE 2| IROHT I T THOIEH T TG W FUy FES TP o THOTAERS il s
H443500A
2111113 P = R D g JHOA T il T TaRoT = T g L L0 S A R 2= ] | BT R=  A b £ 5551 et T
1] U0l E 4 B05
T R ] g E Q0] M 24 CL ] e g ] AR 2 =] A= ) 2 T e L oo 5T e
2 Q00 TIOHN
s FAETT FIET S ==y B I T T TIES( IR W easria g TR e o= (] DB S| e, Mmoo, TN e 551 ) T
2 Q00 TION
T FAETI FET S =g =] I BT BT SE [ T[Sl Ger a3 g N AR 2 =] = ) = = e TN e 515 F
2 Q00 TIOHN
s FAETT FIET S ==y B I I =Ty DA I 0 Ser 3 o TR e o= (] DB S| e, Mmoo, TN T [FEa a0
2 Q00 TION
T FAETI FET S =g =] I o TETET IR G eriTd N AR 2 =] = ) = = e TN petsod sl O
2 Q00 TIOHN
s FAETT FIET S ==y B I aE 2T O I o TR e o= (] DB S| e, Mmoo, TN e T A
2 Q00 TION
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Aupit WoRKING PAPERS

ExHiBiT 51
PaGE 2 OoF 3

SALES FOR ReEsALE TEST — STAT SAMPLE

Jakedxe |
01 Ado)

aInseauI Xe) 1I1NSIP ‘9[qe) JoAld Xe) 101NSIP 9Y) 9Z[INN AJUSIOYJS 0] I9pPIOo U]
paxedaid axom 19ydeyd s1y) Ut sNqIYXa [V ‘B0 Z0S0[0) tLIojuod 01 10 (1 X G']) 9ZIs [eF9] uo payurid 9q pnoys sa[npayos

‘aa0qe o[durexs ay) Ul UMOUS SB PIa[NPayds 3¢ pPnoys
‘Teoxy ul agexoed oldew JIpne 9y} sursn

b
"JO0J JOU [[IM S[e)0} 9} PUB PI[NPIYIS aIe suonoesuel) [[e J0N
b
:9JON
5
[
i
G A I S i
3 5 0t | Twlal iz
T
T 214 0 Y =1 ] 1] il i TETIEH TEIn TETE TS E0y BT TN o THOTHET i Al T
W4 435000
T TRETIPIET SE 57 ER 2] il T EST T30 [l KRR R [En AL I = T ) R CLERD i ] ] e
% Q00MATIOH
T TRETIPIET SE 57 ER 2] il iz PIET 5= 0g TEGEITd [En AL I = T ) R CLERD S e b
% Q00MATIOH
T LI 3 Y = 11 ] il T TSUIEH PN WIE Y FO EEE T SRS ] K e e
W4 435000
FUIRET 42 113 4 Fepoddng IHON[D 0 a7 [EELIER P WAL WRH|  (GaLOAH e RN FAR[ aNTANS T1LLN GG [TEaWeE |
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Aupit ManuAL

SALES FOR REsSALE TEST — STAT SAMPLE ExHiBIT 51
Pace 3 oF 3
SALES FOR RESALE TEST STATISTICAL SAMPLE SCHEDULE 12 -13 page 3 of 3
FERMIT 12121212
AR TOR JLC Coplan
DATE T BT
& E | C 0 | E 1| F | 1 H |
Iriwoice Imwoice Amaunt
REF |_Chiectinned Lommerds
1 101 .00 (11
Z 109 .00 (11
3 177 100,00 (11
4 174 75,00 (1]
g 125 2,00 2200 See page 1
fi 123 26,00 (11
7 200 $ .00 (1]
& 218 £5.00 (11
g 22 12.00 (1]
1 24 B0 (1]
11 Z3f £R.00 (1]
12 Z38 0.0 3000 See page 1
13 242 50.00 G0.00 Seepage 1
14 243 2.0 200 See page 1
15 245 7.0 2700 Ses page 1
1Fi 267 .00 46,00 See page 1
17 270 11.00 (1]
18 r) 2800 ZE.00 See page 1
18 278 .00 (1]
ol 280 £6.00 26,00 Seepage
21 4 iz, 0 fiz.00 See page | |
‘E Note:
328 =00 11800 11600 See page 1 Not all transactions are scheduled and | __
35 Foo 0 4400 See page | the totals will not foot. [
337 oz £ 00 fich 0] See page |
328 784 25.00 3600 See page 1
_ 3% a1 100,00 00,00 See page |
24] 205 75.00 76.00 See page 1
3 16 50,00 0,00 See page |
24 Eif 40,00 40.00 See page 1
393 it .00 3800 See page 1
24 oK 166 000 R0 See page 1
346 05 75.00 (1]
2 1f 5.0 (11
3 £if 200 (11
39 oy f4.00 (1
39 e 775.00 i1
260 oK Ficl (1] (11
TOTAL AL A 1 47000 (1 WALID SALE FOR RESALE SUPFORTED
2121z Wi TH TIMELY RESALE CER TIFICATE.
200 1=
<G 2
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Aupit WoRKING PAPERS

STATEMENT CONCERNING PROPERTY

PURCHASED WITHOUT TAX (XYZ LETTER) [12d-1A-1] EXHIBIT 52
BOE 504-CUS (1-97) STATE OF CALIFORNIA
STATEMENT CONCERNING PROPERTY PURCHASED BOARD OF EQUALIZATION

WITHOUT PAYMENT OF CALIFORNIA SALES TAX
DMA AC

Auditor’s Initials J.C.
Please complete this inquiry statement to indicate the disposition of certain non-taxed purchases you made from the
seller listed below. Please fill out the form completely, check the appropriate boxes, and sign as your company’s
authorized representative. The form should be returned within 10 days.

R o I o Ol P G T RGeS T2 LTS FEPHT RS
ABC COMPANY SRAC 12-121212
T.'=3-C CT =T
LT k. UWIET, TFLLE NCIET LCoTRT T
LibEI CF
09/11/1998 | 239 C0012345 | 30 HOLIDAY GREETING CARDS
I 1TA0C UIICUN UIC AUNIVNMIIALTG NUATO MVTIVY. 11 TTVIITC VI UITOT AUMIly, NITCAOT TANIAINT NTIVVV.

O The above property was purchased for resale and was resold in the form of tangible personal property. It was
not used for any purpose other than retention, demonstration, or display while being held for sale in the regular
course of business.

O The above property was purchased for resale and is presently in resale inventory. It has not been used for
any purpose other than retention, demonstration, or display while being held for sale in the regular course of
business.

O The above property was purchased for leasing and tax measured by rental receipts has been paid directly to
the Board with our sales tax returns.

O The above property was purchased for resale to the United States Government. In accordance with the title
provisions of the U.S. Government supply contract, the U.S. Government took title to the property prior to any
use of the property by us.

K1 The above property was purchased for our own use and not for resale, and

O tax in the amount of was paid directly to the Board with our sales tax return for the reporting
period .
O taxin the amount of was added to the billing and remitted to the Seller.

f9 the purchase is a taxable transaction and tax is applicable.
COMMENTS

[ O OF LT
Lighting Fixture Retatler
AYLHOF] 14 ' 3 P HWEH. AYLHO D Hil F
SR AR 11-121212 S.T. Vegna
A0CH LAF 1Rk
S.7 Vega Owner
T TIETE a3
£/12/1999 (210) 555-4545 Torrance

The information provided above is subject to verification by the State Board of Equalization.

January 2000
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HEENMERERREE S

STATISTICAL SAMPLE EVALUATION [12J-2] EXHIBIT 53
STAT SAMPLE EVALUATION - SCHERULE 120-2
SALES FOR RESALE IPERMIT 12-121818

AUDITOR JC Conlap
pAaTE gl
A | | o 1 E | F G | 3|
SAMPLE DIFFEREMNCES
IHITS DOl ARS LDIFEEREHCES SOUAEED
FOPULATION (M): 16756 MAZE 2000 Q00.00
SAMFLE (n): 2450 G oar E0.00 360000
DIFFERENCES (dr: 10 261 3.0 Q.00
SULLOF DIFFERENCES SQUARED: 15330 7.0 1,369.00
24.00 &7E.00
W EAM: F100 2300 52000
24.00 57600
STAHNDARD DEVIATION: b i 42 00 1,764.00
$4.m 1,936.00
STANDARD ERROR: 021 £d.00 409600
=259 ] 15 255 117
INTERW&L AT 20% CL: 40
INTERW&L AT S0% CL: F151
INTER WAL AT S5% CL: a1
INTER WAL AS % OF MEAN:
ATE0% 2.T0%
ATE0% 51 02%
ATOE% G0 30%
AVE POPULATION UNIT 19
AVE, SAMPLE UNIT 17
FERCENT OF ERROR: 5247 3%
Copy to
Taxpayer

Aupit ManuAL

January 2000




Aupit WoRKING PAPERS

QUARTERLY SUMMARY OF LABOR SALES DISALLOWED [12K] EXHIBIT 54
Dl SALLOYED CLAIMELD SCHEDULE 15K
LABOR SALES AUDIT PERIOD PERMIT SRACTZ-121212
AUDITOR J, G COHLON
DATE 09900
L 1 e C | 0 | E | | o 1 5 |
D Pl E— I E— L 1 A
AODITIONAL TAKAEBLE ADDITIONAL TRANSITT AR
REF QUESTIONED | AEOR 541 ES | 4EOR S8l FS MEASIRE
1 [iata
2 &ars DETE Penm oot b T OIIES MED  Snmonf AbACINT TecnBl F SumofDISTE i ASIIRE
3 102 Qtr
4 Q2
g Q2 Gea fEa S
& Qg 45 4 400
T 1029 Qtr 223 i 12
g Q2
a Qtr2
10 i
11 zrand Tofal 1260 1250 ]
12 2=
13
14
15
16
17
12
19
20
21
22
23
24
25
26
27
28
20
a0
Copy to
Taxpayer

January 2000



Aupit ManuAL

EXHIBIT 55

[12K-1]

LABOR SALES DISALLOWED

Jakedxe |
01 Ado)
‘aaoqe ordurexa
9} UI UMOUS SB PI[NPayds 9 P[NoYs 2INSeaul Xe) 10LNSIP ‘9[qe) joald xe) 10LISIp 9Y) 2ZI[nn
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Giuddel 213sel4 pazlages )
T T 2F PlIEry THOR (D i it TETTSIET IH T W SPeTEAg TR IS W e AOIlwd = o [z ]=3A E=Ta 5 kol i
SIEday Ul pasn gENURER
T EE R I T T TETTIEYY HH T2706 W TASUET eS| PETY =P HhdE IHO0HE HOT Do 3 T A T
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Aupit WoRKING PAPERS

QUARTERLY DISTRICT ANALYSIS

OF LABOR SALES DISALLOWED [12K-2] EXHIBIT 56
ClsAaLL0W ED CLA MWED SCHERLULE 18k g
LABOR SALES BY TRANSIT FERMIT BV e e
TAXES AUDITOR JO Lo
pAaTE EEHQI'*IE
L 1 e 1 C | D | E | E G |
ol I o )
R EF LALT LATE EART SEFPE SETA
1 | [NEE £ |
2 [ ears ML TE My m et 1A ET  Sumaf laTE  Somaf BART  Somof SFPFE Som oot SETS
3 1995 2t
4 r2
5 ez 2 2 26 20 26
G i 2o5 225 5 b b
¥ 1299 2tr1 1= 12
a2 2
g e
10 i
11 Zrangd Toial gor =1=rd 21 21 21
12 A8 2= =Aa. 1=
13
14
15
16
17
10
149
20
21
22
23
24
246
20
27
28
24
20
Copy to
Taxpayer
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Aupit ManuAL

DISALLOWED INTERSTATE COMMERCE SALES

EXHIBIT 57

[12L]

Jakedxe |
01 Ado)
£z
Z
Iz
0
il
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i
al
Gl
-
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Zk
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EXHIBIT 58

[12M]

AupiIT WoRKING PAPERS

DISALLOWED CLAIMED BAD DEBTS

Jakedxe |
0} Adop

Jiuna g sbueig i s=muEng u patie fus oy
TRUNOIUE BERYl U0 _u_m.tn_n_m._ lanzll SEw FE] 32U1E pama|esp
alani Iz llasinguial ¥E] 53| S pUE 109E| __m_u_m__ Wwall =qeaaday "UInal g5/ 2y} ua paidie)a Em._om:a__m 23 J8y
Wl =|qeaadal aljda 3y ] g6/ Yo _._______.m_n_____n_u A8y Wo L S3)qen a3l ) Qi) aaun || B Go-2 0l JELS n_xm__. ELN
Sy
=0k=
A PheD WLOL
EIEH) ik BFl toer TIFT gy
E £l Bl 0zl ik I el QT AT
Bz il 57 Wz teg IS S 57 SEEMTEL
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Aupit ManuAL

SALES TO AIRCRAFT COMMON CARRIERS [18] EXHIBIT 59
ColSALLCAIED CLAIMED LOCAL TAx ON SALES SCHERULE 16
TOAIRCRAFT COMMOM CARRIER S [P ERBIT L2-124212
AUDRITOR L Conlon
LATE Qo gioaa)
A E C 0 E E |
Sil 158 (-l A= [E-[11
SolES TOCOrMOH CARRIER
REF LEERIQE ] RECORMGER" LS ALLCHITED AR TED CLAED LIFFERENCE
1 3095 1400 a3 a5 1,400 a3
2 4095 1280 1,340 00 1,250 1250
3 10-949 1252 225 LT 1282 225
g =12=
G AR 2=
7
g
g
10 YERIFICATION COMMENTS
11
12 SERIFICATICH
12 Claimed zales to aireraft common carriers were e<amined on an actualbas i
14 for the audit period. Verification was made from the sales inwoices and purchase
14 ordars. Allsales were made in Los Angeles.
16
17 EIMEIMGS
12 A Sales to girer aft comman carriers but notuzed or consumed dire ety and
13 e clusieaby inthe cariage of persors or property.
il B Sales tofirms that are not aircraft common carriers.
21
o
Z3 " Recorded a8 amemo listing in the zales joumnal,
24
il
s
el
s
2
2

January 2000
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Taxpayer



BART TAXABLE MEASURE ANALYSIS [A8.1] EXHIBIT 60
TAXABLE MEASURE Caald: SCHEDULE A8
UNDER STATELD - BART Acocount Numbs 122 g2 IFER BT 12129242

Schedule Type: I AUDITOR LG Coplop

Juris Code: BART LATE D2Mac0]
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DISALLOWED RESALES SUBJECT TO BART TAX [A8.1A] EXHIBIT 61
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LACT TAXABLE MEASURE ANALYSIS [A8.2] EXHIBIT 63
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DISALLOWED RESALES SUBJECT TO LACT TAX [A8.2A] EXHIBIT 64
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